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General Examiner comments 


e Many students failed to perform well because of not comprehending the exact requirements of the question 
and committing careless mistakes. (It is again advised that the students should be very careful in 
understanding the requirements of a particular question.) : 

e They need to be more methodical in their approach towards study and should not rely on selective studying. 

¢ A lot of students attempt to memorize various sections of the law but do not understand the crux. This 
causes them to stumble while attempting the paper in the examination hall. 


¢ A good number of students think that they can trick the examiner by reproducing whatever they know 
about a certain topic instead of answering what has been asked. 


e It was also observed that students fail to distinguish between an individual and a person. In tax law, both 
have different meanings. 


¢ Some of the rules which have been referred 
revised in the Budget 2021. 

+ The performance of the candidates was u 
the law and lack of presentation skills. 


e The candidates are advised that they will only get marks for the portion of the answer which is relevant. 


They will not get any credit whatsoever for displaying the knowledge of any areas which is irrelevant. 
Hence, they should refrain from giving irrelevant details. 


to and explained in these comments have subsequently been 


nsatisfactory mainly due to insufficient preparation, poor grasp on 


Reasons for failure 

e Selective study; 

e Lack of understanding of the requirements of the question; 

* Producing irrelevant material thereby creating time constraint; and 
èe Lack of communication and presentation skills. 


- QUESTION WISE EXAMINER COMMENTS 
Question 2(c) (Spring 2014) 

State the requirements which a person should comply with, on discontinuing a business. 
Examiner Comments 

This part of the question required conditions to be fulfilled b 


y @ person on discontinuing a business. 
Although majority of the students seemed to be familiar with the relevant provisions, they lost some 
marks because of the following errors: 


Instead of mentioning that a notice is required to be given within 15 days of discontinuati 


on of business, 
many students stated that the notice should be given 15 days before the discontinuance. 


uestion 6(a ring 2014 

State the provisions of Income Tax Ordinance, 2001 relating to foreign 
individuals. 

Examiner Comments 

This was a straightforward question and majority of the students got above avera 
identifying the exemption criteria of foreign source salary of resident individual, 
Section 102 of the Income Tax Ordinance, 2001, Some candidates were of th 
would be allowed on foreign source salary of resident individual instead 
provisions of Section 102. Many students seemed blank and relied on pure gues 


-source salary of resident 


ge marks by correctly 
as has been specified in 
e opinion that tax credit 


of exemption under the 
swork, 
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uestion 7 (Spring 2014 
Certain payments made by a private limited company to its shareholders can be treated as ‘dividend’. 
2001. Also identify the exceptions to this rule, 


Explain the above in the context of Income Tax Ordinance, 
Examiner comments -” i 
This question required the candidates to explain the provisions whereby certain payments by a private 
limited company to its shareholders can be treated as ‘dividend’ and also the exceptions to this rule, 

Many candidates wasted time in reproducing the entire definition of dividend, which was not required. 


Moreover, only few candidates could highlight the following aspects: 


* Any individual benefit of any shareholder may be treated as dividend. 
rs a amare eb ar the extent of accumulated profits. 


+ The amount to be treated as dividend shall be limited to the 
> The exception in respect of loans and advances made in the ordinary course of a business, where 
lending of money is a substantial part of the business of the company. 


uestion Spring 2014 b l 
ich a registered person may file a revised retum. 


Discuss the conditions under wh 


Examiner comments À j é 
Considerable number of students failed to understand the requirement of this part and mentioned the 
reasons for revision rather than the conditions under which a revised return may be filed. 


ICAP Solution 

A registered person, 
having jurisdiction, may file a revise 
of the filing of return 


Question Autumn 2011 4(b) 


Explain the following as specified in the Income Tax Ordinance, 2001. 
(i) Industrial Undertaking 
(ii) Fair Market Value 


Examiner comments 
Majority of the candidates did not know the definition of Industrial Undertaking which is quite alarming. 


Definition of fair market value was also not known to majority of the students. Most of the candidates 
could not produce answers based on provisions of the Income Tax Ordinance, 2001. Instead, they tried to 
explain the terms based on their knowledge of accounting and company law. 


Question Spring 2008 4(a) 


Discuss the taxability of the following under the Income Tax Ordinance, 2001: 
(ii) | Non-adjustable rent 
(iii) Speculation business 
Examiner comments 
Only about 20% of the students could prod 
produce a correct and complete answer. 
more of the following mistakes: i ea ee menial 
* Stated that the amount will be taxed in 10 years without clarifying that the amount will be taxed 
n 10 equal installments commencing from the year in which the amount is received and the next 
nine years. l 
. la that if the amount is refunded, the amount taxed so far will be allowed as an expense. 
Se ae s difference between the amount refunded and the amount received from the next 
aan bes - taxed equally, during the next ten years instead of mentioning that the amount 
a equently received less the amount that has already been taxed so far will have to be offered to 


subject to the approval of the Commissioner Inland Revenue 
d return within one hundred and twenty days 
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The mistakes generally noted in th 


e replies were as follows: 
e Some students started ex yi 


laining the di , , ‘ 
required, p: g the different types of speculative transactions, which was not 
° oe declared that gain from speculation business is taxed as “Other Source of 


e Many students stated that speculation losses are allowable over the next six years. In fact these 
arc not allowable but are adjustable and that too against speculation income only. 


Question Autumn 2008 4 (iv) 


Mr. Sajid is a sole proprietor involved in the distrib 
He is in the process of computing his business inc 
treatment of the following item: 


Computer software was 
used for twelve years. 


ution of fans manufactured by a Pakistani Company. 
ome for tax year 2008 but is not clear about the tax 


purchased on January 1, 2008 at a cost of Rs.900,000. The software is likely to be 


Explain the correct tax treatment of the above items under the Income Tax Ordinance, 2001. 

Examiner comments 

The candidates’ knowledge in the concerne 

that computer software being an 

useful life exceeded 10 years, it 

under: 
s 


d area was seriously deficient. Only about 5% could identify 
intangible asset, should be amortized over its useful life and since its 
should be amortized over 10 years. Other common mistakes were as 


Many students were of the view that computer software was required to be amortized over 3 
years. 
Many of them declared that initial allowance will also be allowable on computer software. 


Some of them -went to the extent of explaining the accounting treatment for amortization of 
software, which was obviously not required. 


Question Autumn 2008 3(a) (i) 

Mr. Henry is a UK national and provides independent consultancy services in his individual capacity, to 
United Autos Ltd, a Pakistani company. 

Mr. Henry stayed in Pakistan for eight months during the year. Mr. Henry is of the view that: 

Being a UK national, he will be a non-resident for Pakistan tax purposes; 

Briefly explain whether or not Mr. Henry’s assumption is in accordance with relevant provisions of the 
Income Tax Ordinance, 2001. 

Examiner comments 

Many of the students did not say any:hing about his nationality, The students are advised that in such 
practical situations where they are required to give their comments, the examiner expects them to at least 
very briefly refer to all the important aspects of a situation. T 

Consequently, the answer of those students who also mentioned that nationality does not affect the status 
of an individual as a resident/nonresident, were considered better than those who did not mention it. 


uestion Spring 2013, 3(a ; T 
State the provisions of the Income Tax Ordinance, 2001 for determining the residential status of an 
Association of Persons. 

Examiner comments j a a ai ith refi ive ask eae 
Sd didates did not know that residentia s ts always with re erence oa ; year’, 
ie ar eee very important provision i.e. that an AOP is considered a resident even if the control 

and management of its affairs is situated in Pakistan ‘at any time during the tax year’. 
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Question 4(a) (Spring 13) 


Inspired Pakistan Limited (IPL) wants to change it 
income year of its parent company in USA ends on 31 December. 
Required: 

Advise IPL about the re 
from normal to special. 


Examiner comments 
This part of the ques 


s accounting year from 30 June to 31 December as the 


quirements of the Income Tax Ordinance, 2001 regarding the change of tax year 


-sections (3) and (5) of section 74 of the Income Tax 


hange of tax year from normal to special. Most of the 
ents tried to quote the entire Section 74 


tion was based on sub 


Ordinance, 2001 regarding the provisions for c 
students were able to do well in this question, however, many stud 


which resulted in wastage of precious time. 


Question 7(a) (Spring 13) 


Define Manufacturer? 

Examiner comments 

This question required the candidates to identify persons who are considered ‘Manufacturers’ under the 
Sales Tax Act, 1990. Very few students produced relevant answers. Most of the answers were in general 
terms where the students gave very vague replies stating that a person who is registered as a manufacturer 
and who manufactures goods is called manufacturer. Many students gave the definition of manufacturing 


instead of manufacturer. 


Some Other EYE OPENING STATEMENTS 
l. While referring to payment of a credit transaction, many candidates mentioned “six months” 
instead of “180 days”. 
The term “extra sales tax” was used instead of “extra tax” 
A large number of candidates left the question unanswered. A number of candidates used the 
words ‘person’ and ‘individual’ inter-changeably, without realizing that these two words have 
distinct meanings in the Income Tax law. 
4. a majority of the students seemed to have resorted to guesswork as they simply stated 
Pe e Commissioner can only issue notice within 5 years. Very few were aware that the period 
years would be counted from the end of financial year in which CIR have issued or 


treated to have issued the assessment order. 


wn 
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Chapter 1: Basic Concepts of Taxation 


CHAPTER 1 
BASIC CONCEPTS OF TAXATION 


1, DEFINITION OF TAXATION 
Definition of tax ND CTIVES OF TAXATION LAW 


Tax is defined as follows: 
1. gia is collection of share of individual and organization’s income by Government under authority of 
2. Taxation is used by Government fo 


s P r increasin i 
protection for its citizens. £ revenue under authority of law to promote welfare and 


Non-revenue objectives of taxation 


The main purpose of taxation is to collect revenue for the Government. The Government levies tax to achieve 
following objectives. 


1. To collect revenue to run and administer Government. 
2. Tax is a tool for implanting its policies. 
3. Tax is used for fair distribution of wealth. 
In addition to finance Government expenses, tax is used as a tool to carry out national objective of social and 
economic development as follows: 
Government can encourage the production of certain goods by introducing exemptions. 
By charging high tax rates on imports the Government can encourage local purchase. 
Taxes can be used to reduce inequalities in distribution of wealth. 
Tax prevents wealth being concentrated in a few hands of the rich. 
Through tax Government can encounter the effect of inflation and depression 
To promote science and invention, education systems, health care systems, energy system and military defense. 
It can be used to discourage investment abroad. 
Tax can be used as a bargaining tool in trade negotiation with other countries. 
Tax laws can be used for documentation of economy(Any amount transferred otherwise than banking channel 
will be deemed as income) 
10. Government can discourage use of harmful goods by levying heavy rates of tax on certain sectors. 
11. Tax can be used to discourage certain undesirable sectors and activities. 
12. Government can encourage research & developments by introducing tax credits. 


CONAWAY N > 
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Chapter 1: Basic Concepts of Taxation 


2. BASIC CONCEPTS 
” has elaborated following canons of taxation: 


Basics of tax laws ; 
Adam Smith's in his famous book “Wealth of Nations 


Equality ' 
Tax payments should be proportional to income. 
Certainty 

Tax payable should be clear and certain to taxpayer. 
Convenience of payment S 
Tax should be collected from taxpayer at a convenient time. 


Economy of collection 


Taxes should not be expensive to collect. 


a Tax as means for development Tax helps in the development of country as follows: 


Tax is a main source of development. / 
Exemption of tax to agriculture sector to pa 
oa i i 
ities can be encouraged by providing tax cred l 
T high custom duties on import of luxury items will encourage local manufacturing. 
ing ri igher rate and low income group at lower rate. i l , , 
e areas as tax free zones, industrial zone and economic zone to provide tax incentives to 
ms areas, It will encourage business concerns to establish business units that will bring employment 


rtunities. : : 
6. SAATE in new shares can be encouraged through introducing tax credits. ‘as 
7. Investment in new plant and machinery can be encouraged through introduction of tax credits. 


WUPwn> 


2.2 Kinds of taxes/Structure of taxes 


Proportional tax/ Flat tax : , , vD. 
It is a tax where the rate of tax is fixed. A fixed rate is applied on person's income whether the income is high or 


low. Under this system people who earn more are not charged at a higher percentage as compared to progressive tax. 


Progressive tax 

It is a tax in which the tax rate increases as the income base increases. A progressive tax takes a larger amount of 
tax from the high-income group as compared to low-income group. This tax proportionately equal to a person’s 
status in the society. 


ive 
It is a tax where tax rate decreases as the amount of income increases, The higher income group pays less in taxes 


than the lower income group. Regressive taxes impose greater tax burden on the poor. 


2.3 Principles for levy of tax 
Following are the principles for levy of tax. 


The Benefit Principle 


This principle says that taxes should be based on the benefits received. It means that those who receive the greatest 
te from Government projects should pay the most taxes. The benefit principle is commonly used for highways, 
ibraries, etc. 
e Ability-t inciple 
The tax should be based on ability to pay. It means that a person who is earning more inc 
; ome sh 
Progressive tax rates are an example of it. aii PESERTA: 
T ual Distribution Principle 
It says that incomes and transactions should be taxed at a fixed rate, T. i i 
shall pay more tax but not at higher rate. EEE RG a es on In 


2.4 Characteristics of tax laws 


Following are some of the characteristics of a taxation system: 
1. Administration and compliance costs should be low. 
2. It should be understandable to the taxpayer. 


3. The burden of taxes should be distributed j i iji 
4 progressive in character. in proportion to the ability of the tax-payer, ie., it should be 


The tax should be payable in cash. It means that payment through cheques should not be accepted 
2 
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5. It should be mandatory in nature and payment should not be voluntary in nature. 
6. Taxes should be collected at a convenient time for tax payers. 
7 


Tax should be imposed by state which has the jurisdiction over the person to recover i.e. it should be imposed 
by Parliament in Pakistan. 


8. Itis levied for public purpose i.e. taxes are imposed to support Government to implement projects. 
9. Taxes should be charged on incomes, transactions or property. 


2.5 The principles of a sound tax system 
I. Fiscal adequacy 
The sources of revenue should be sufficient to meet expenses of government. Revenues of Government 


should be capable of expanding or contracting annually in response to variations in public expenditures. 
2. Equality or Theoretical Justice 


Taxes charged must be based upon the ability of the citizen to pay. 
3. Administrative Feasibility 
Tax laws should be clear and plain to taxpayers. Capable and well-trained public officers should enforce it. 
Time of payment should be convenient, 
4. Consistency or Compatibility with Economic Goals 
. Tax laws should be consistent with economic goals of the government. The goal of Government is to 
provide basic services for general public. 


3. TYPES OF TAXES IN PAKISTAN 


Federal taxes in Pakistan are classified into 2 broad categories: 
l. Direct taxes 
2. Indirect taxes 


Direct Taxes 

Income Tax 

Income tax is imposed for each tax year, at specified rates on every person who has taxable income for the year. 
Taxable income for charge of tax is divided under the following heads: 

a) Salary; 

b) Income from Property; 

c) Income from Business; 

d) Capital Gains; and 

e) Income from Other Sources. 


Capital Value Tax 


Capital value tax on different transaction such as transfer of immovcable property, transfer of rights etc. 


Indirect Taxes 
ales Tax 
Sales tax is levied at various stages of economic activity: o. , , 
a) All taxable supplies made by a registered person in the course of any taxable activity carried on by him; 


and 
b) All taxable goods imported into Pakistan. 
c) All taxable services provided in Pakistan i 
For determining tax liability input paid at the time of purchase or import is deducted from output tax charged on 
sales. The sales tax is chargeable at the rate of 18%. In Pakistan, the Govemment has the flexibility to levy sales 


taxes at varying rates, which may be higher or lower than 18%. 


C P ; 

Customs Act in Pakistan specifies import and export duties on certain goods. A major portion of Government's 
revenuc is collected through this tax. The rate of custom duty is determined by socio-economic factors. Under this 
Act high rate is applied on luxury items as well as less essential goods. The import tariff on industrial plant and 


machinery is lower than that of consumer goods. 
3 | 
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Federal Excise Duty 

Under Federal Excise Act tax is charged at specified rate on: 

° Goods produced or manufactured in Pakistan 

e Goods imported in Pakistan 

e Services provided in Pakistan if nati goods i 

The base on which tax is charged may be value or retail price or weight. Classification of RRS aa 
Harmonized Commodity Description and Coding system. All exports are charged to tax at the rate o 


4. HISTORY OF TAX LAWS IN PAKISTAN 
In Pakistan Federal Government has the right to collect tax on the income of a person. 


The history of modern tax came from year 1860. Before the partition, income tax was introduced for the first time s 
1860. The British Empire first introduced the Income Tax Act 1860 to fulfill the deficit faced due to war o 
independence of 1857. The tax was repealed in 1865, 


Thereafter Income Tax Act of 1886 was introduced and it was imposed on traders by some of provinces. Its basic 
scheme survives till today. It introduced the definition of agricultural income and it was made exempt from tax and 
the exemption is applicable till now, l 


After the World War, the Govemment required more funds, So in 1916 for the first time progressive rates of tax 
were introduced. Government thought that flat rates of taxes are not justified and the amount of the tax levied should 
depend upon the income of the earner. For collecting additional resources, a Super Tax was levied in 1917. 


The most comprehensive tax introduced was Income Tax 1922 in which income tax and super tax were 
consolidated. Its salient features were: 


e Rates to be decided every year through Finance Act, 

e In certain cases tax withholding was made mandatory. . 

e Re-opening of assessment was allowed, 

After independence, the Government of Pakistan adopted this Act. 


Till 1979, lot of amendments took place in Income Tax Act, 1922. Resultantly, the Act became a complicated law. 


Keeping in view the difficulties, the Government Promulgated a new 
Ordinance, 1979". This law was amended through number of finance acts and after 23 years of its existence, a new 


law was promulgated termed as “Income Tax Ordinance, 2001. The fundamental change introduced was the 
introduction of a regime of Universal Se] f-Assessment Scheme. 


income tax law namely "The Income Tax 


This law has also been amended through number of finance acts and changes are still going on. 
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ICAP PAST PAPER QUESTIONS 
estion-1 


The primary objective of a taxation System is to collect revenue. You are required to list the other objectives (non- 


revenue) which a taxation system can achieve. (10) 
(Q.7 September 2014) 

Question-2 
State any five ways through which taxes can be used for development of the country. (05) 
(Q.9 March 2015) 

Question-3 
Briefly explain any three indirect taxes applicable in Pakistan. (05) 
(Q.10 March 2015) 

Question + 


Besides financing government operational expenditures, taxation is also utilized as a tool to carry out the national 


objective of social and economic development. List any five non-revenue objectives of taxation. (05) 
(Q.7 (b) March 2016) 
uestion -5 
Taxes are primary revenue yielding tools of the Government of modem ages. You are required to state any three 
non-revenue objectives which the Government achieves by imposing taxation. (03) 
(Q.5 March 2018) 
uestion -6 
(2) Briefly explain indirect taxes applicable in Pakistan. (04) 
(b) State one objective of tax laws in each of the following cases: 
(i) High tax rate on high income 
(ii) Higher taxes on import of luxury goods 
(iii) Tax credit on donations to approved institutions 
(iv) Tax credit on investments 
(v) Creation of tax free zones 
(vi) Tax on income of individuals and companies 
(vii) Tax on transactions not made through normal banking channel 
(viii) Zero rating under the Sales Tax Act, 1990 (06) 
(Q.7 September 2018) 
uestion-7 
(a) Briefly discuss three broad principles for levy of taxes. (04) 
(b) Briefly explain any three indirect taxes applicable in Pakistan. (05) 
(Q.8 September 2019) 
Question-8 
Taxes are primary revenue yielding tools of the Government of modem ages. State any five ways by which taxes 
can be used for the development of the country. (05) 
(Q.8(a) March 2021) 
Question-9 
State one objective of tax laws in each of the following independent cases: 
(i) High tax rate on import of goods 
(ii) Zero rating under the Sales Tax Act, 1990 
(iii) Decrease in sales tax rate 
(iv) Introduction of tax holiday period for construction related industries 
(v) High tax rate on interest income 
(vi) Decrease in tax rate for online sales 
(vii) Tax credit to persons employing fresh graduates 
(viii) High tax rates on luxury items 
(ix) Allow expenditure on research and development (05) 
(Q.8 (a) September 2021) 
uestion-10 
(a) State any four non-revenue objectives which the government achieves by imposing taxation. (03) 
(b) Discuss any three principles of a sound tax system. (03) 


(Q.7 March 2022) 
5] 
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ICAP PAST PAPER SOLUTIONS 


Answer-1 a 


ue v. 
Though the main purpose 
certain non-revenue object 


of taxation is to collect revenue for the Government, but in addition the Government 

ives which are listed below: has 

1. Gavernment can encourage the production of certain goods by introducing exemptions. 

2. By charging high tax rates on imports the Government can encourage local purchase, 

3. Taxes can be used to reduce inequalities in distribution of wealth. 

4, Tax prevents wealth being concentrated in a few hands of the rich, 

5. Through tax Government can encounter the effect of inflation and depression 

6. To promote science and invention, education systems, since and invention, health care systems, energy system 


and military defense. 
7, Itcan be used to discourage investment abroad, — 
8. Tax can be used as a bargaining tool in trade negotiation with other countries. 


9. Tax laws can be used for documentation of economy(Any amount transferred otherwise than banking 


channel will be deemed as income) 
10. Government can discourage use of harm 
11. Tax can be used to discourage certain un 
12. Government can encourage research & developments by introd 


ful goods by levying heavy rates of tax on certain sectors, 


desirable sectors and activities. 
ucing tax credits. 


Answer-2 


as means for development 
Tax helps in the development of economy as follows: 
Tax incentives for agro based projects promote agriculture, 


L. 
2. Charities can be encouraged by providing tax credits on them. 
3. Imposing high custom duties on import of luxury items will encourage local manufacturing. 
4. Taxing rich at higher rate and low income group at lower rate. 
5. Government can mark areas as tax free zones, industrial zone and economic zone to provide tax incentives to 
such areas. It will encourage business man to establish business units that will bring employment opportunities, 
6. Investment in new shares can be encouraged through introducing tax credits, 
7. Investment in new plant and machinery can be encouraged through introduction of tax credits. 
dir 
7 tax is charged and paid at the rate of 17% of the value of-- - 
rrr a res made by a registered person in the course or furtherance of any taxable activity carried on 


e) goods imported into Pakistan. 


For determining tax liability i A , 
ilii, g ility input paid at the time of purchase or import is deducted from output tax charged on 


Customs Act in Paki : cae 
revenue ie skid toes er, ape import and export duties on goods. A major portion of Government's 
wine gen’ Of custom duty is determined by socio-economic factors. Under this 


Under Federal Excise Act tax j 
is charged i 

+ Goods produced or a in fea” re 
. mae imported in Pakistan 
* Services provided in Paki 
The base on which tax is 7) 
charged may be val i 

armonized Commodity Description and Coding nye at pive pe Cr pepe ager 


stem, 
m. All exports are charged to tax at the rate of zero percent. 


a eee a 
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E ‘ťa 


Answer-4 
Refer Answer-1 
wer-5 
Refer Answer-1] 
Answer-6 
a) Indirect Taxes 
Sales Tax Act,1990 
Sales tax is charged and paid at the rate of 17% of the value of-- 
a) taxable supplies made by a registered person in the course of any taxable activity 


carried on by him; and 
b) goods imported into Pakistan. 
For determining tax liability input paid at the time of purchase or import is deducted from output 
tax charged on sales. 


Customs Act,1990 : 

Customs Act in Pakistan specifies import and export duties on certain goods. A major portion of 
Government’s revenue is collected through this tax. The rate of custom duty is determined by 
socio-economic factors, Under this Act high rate is applied on luxury items as well as less essential 
goods. The import tariff on industrial plant and machinery is lower than that of consumer goods. 


Federal Excise Act, 1990 
Under Federal Excise Act tax is charged at specified rate on: 
e Goods produced or manufactured in Pakistan 
e Goods imported in Pakistan 
e Services provided in Pakistan , 
The base on which tax is charged may be value or retail price or weight. Classification of goods is 
done as per Harmonized Commodity Description and Coding system. All exports are charged to tax at 
the rate of zero percent. 
b) 
i. To reduce inequalities in distribution of wealth. 
ii. Reduction in imports of unnecessary goods. “2 
iii, To promote culture of payment of donations to only organized and regulated institutions. 
iv. To promote investments in listed companies. sae l 
v. To encourage business concerns to establish business units that will bring employment opportunities, 
vi. To generate revenue. 3 
vii, Documentation of economy 
viii, Promotion of exports. 
Answer-7 
(a) Refer Heading 2.3 of Chapter. 
(b) Refer Heading 3 of Chapter and only write down indirect taxes. 


Answer-8 

Refer Answer-2 

Answer-9 

i. To encourage local manufacturing. 

ii, To promote exports of the country. 

iii. To counter the effects of inflation. 

iv. To bring the investments in construction related sectors. 
v. To discourage savings in bank account. 


vi. To promote online businesses 
vii. To increase employment rate in the country 


7 
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To remove inequality in distribution of wealth 


viji, 
To promote science and innovation 


ix. 

Answer-10 

a) Following are the 4 non-revenue objectives of imposing tax: . 
ij. | Government can encourage the production of certain goods by introducing exemptions. 
ii. By charging high tax rates on imports the Government can encourage local purchase. 
iii. Taxes can be used to reduce inequalities in distribution of wealth. 

iv. Tax prevents wealth being concentrated in a few hands of the rich. 


b) Refer heading 2.5 of Chapter. 
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FEDERAL FINANCIAL PROCEDURES 
Federal Consolidated Fund and Public Account [78] 
| Custody, etc., of Federal Consolidated Fund and Public Account [79] 
Annual Budget Statement [80] 
Expenditure charged upon Federal Consolidated Fund [81] 
Procedure relating to Annual Budget Statement [82] 
Authentication of schedule of authorised expenditure [83] 
Supplementary and excess grants [84] 
Votes on account [85] 
Power to authorise expenditure when Assembly stands dissolved [86] 
10. Secretariats of Majlis-e-Shoora (Parliament) [87] 
11. Finance Committees [88] 
PROMINCIAL FINANCIAL PROCEDURES 
2. Provincial Consolidated Fund and Public Account [118] 
= Custody, etc., of Provincial Consolidated Fund and Public Account [119] 
14. Annual Budget Statement [120] 
15. Expenditure charged upon Provincial Consolidated Fund [121] 
16. Procedure relating to Annual Budget Statement [122] 
17. Authentication of schedule of authorized expenditure [123] 
18, Supplementary and excess grant [124] 
19. Votes on account [125] 
20. Power to authorize expenditure when Assembly stands dissolved [126] 
21. Provisions relating to National Assembly, etc., to apply to Provincial Assembly, etc [127] - 
DISTRIBUTION OF REVENUES BETWEEN FEDERATION AND PROVINCES 
22. National Finance Commission [160] 
23. Natural gas and hydro-electric power [161] 
24. Prior sanction of President to Bills affecting taxation in which Provinces are interested [162] 
25. Provincial taxes in respect of professions, etc [163] 
26. Grants out of Consolidated Fund [164] 
27. Exemption of certain public property from taxation [165] 
28. Power of Majlis-e-Shoora (Parliament) to impose tax on the income of certain corporations, etc 
[165(A)] 
FEDERAL LEGISLATIVE LIST 
29. Powers of the Federation to legislate on taxes 
30. Powers of the Provinces to legislate on taxes 


PEI AVRYN— 
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CHAPTER 2 
CONSTITUTIONAL PROVISIONS 


FEDERAL FINANCIAL PROCEDURES 
Federal Consolidated Fund and Public Account [78] 


(1) 
e All revenues received/loans raised by the Federal Government and 


e Amount received in repayment of loan, 
shall be credited to Federal Consolidated Fund. 
(2) All other moneys- 
(a) received by the Federal Government; or 
(b) deposited with the Supreme Court/any other court; 
shall be credited to the Public Account of the Federation. 


Custody, ctc., of Federal Consolidated Fund and Public Account [79] 
e The custody of the Federal Consolidated Fund and Public Account of the Federation, the payment and 
withdrawal from the Funds, 
e all other connected matters 


shall be regulated by Act of Mailis-c-Shoora (Parliament) or rules made by President. 


Annual Budget Statement [80] 

(1) In each financial year, the Federal Government shall lay before the National Assembly a statement of the 
estimated receipts and expenditures of the Government. It will be called as Annual Budget Statement. 

(2) The Annual Budget Statement shall show separately- 
(a) amounts required to meet expenses charged by Constitution on Federal Consolidated Fund; 
(b) amounts required to meet other expenses proposed to be made from Federal Consolidated Fund; and 
shall distinguish between revenue expenses and other expenses. 


Expenditure charged upon Federal Consolidated Fund [81] 

The following expenditures shall be charged upon the Federal Consolidated Fund:- 

(a) the remuneration of President and other expenses of his office, and the remuneration of- 

(i) the Judges of the Supreme Court and the Islamabad High Court; 
(ii) the Chief Election Commissioner; 

(iii) the Chairman and the Deputy Chairman; 

(iv) the Speaker and the Deputy Speaker of the National Assembly; 
(v) the Auditor-General; 

(b) The admin expenses, including the remuneration of officers and servants of Supreme Court, the Islamabad High 
Court, the department of the Auditor-General, the Office of the Chief Election Commissioner and the 
Secretariats of the Senate and the National Assembly. 

(c) Debt charges of the Federal Government, including interest, the repayment of capital, and other expenses for 
raising loans, and redemption of debt on the security of Federal Consolidated Fund; 


(d) amount paid for any judgment/order against Pakistan by any court or tribunal; and 
(e) any other amount declared by the Constitution or by Act of Majlis-e- Shoora (Parliament). 


Procedure relating to Annual Budget Statement [82] 
(1) Expenses charged on Federal Consolidated Fund in Annual Budget Statement shall be discussed in the 


National Assembly. A voting will not be required. 

(2) Other expenses in Annual Budget Statement shall be submitted to National Assembly for raising grant. The 
Assembly may or may not agree to demand. It may also reduce the demand, 

(3) The demand can only be made with recommendation of Federal Government. - 
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Authentication of schedule of authorised expenditure [83] 
(1) The Prime Minister shall sign a schedule aren a Alii Bend 
a) the grants made by the National Assembly (under Article 82), an 
O amounts required for expenses charged on the Federal Consolidated Fund. It shall not exceed the 
amount mentioned in statement previously laid before the National Assembly. Gii 
(2) The authenticated schedule (as above) shall be laid before National Assembly. It shall not pe 
discussion or vote. 


(3) An expense from Federal Consolidated Fund shall be considered as authorized when above procedure is 
followed. 


Supplementary and excess grants [84] 
If in a financial vear it is found- 


(a) that authorized expense for a service is insufficient, or expense for a new service is required which is not 
included in the Annual Budget Statement; or 
(b) that amount spent on any service exceeds the amount granted; 


the Federal Government can authorize expenditure from the Federal Consolidated Fund. For this, Federal 
Government shall lay before National Assembly a Supplementary or Excess Budget Statement. 


Votes on account [85] 

The National Assembly can make grant in advance of estimated expenditure for a part of financial year, not more 
than 4 months, ‘if the authentication of schedule is pending (in accordance with the provisions of Article 83). 

Power to authorise expenditure when Assembly stands dissolved [86] 

If National Assembly is dissolved, the Federal Government may authorize expense from the Federal Consolidated 
Fund for estimated expenditure for a period of not more than 4 months in financial 


i r year, if the authentication of 
schedule of authorized expenditure is pending (in accordance with the provisions of Article 83). = 


Secretariats of Majlis-e-Shoora (Parliament) [87] 


(1) Each House shall have a separate Secretariat: 

However posts common to both Houses can be awarded, 
(2) Maijlis-e-Shoora (Parliament) may regulate recruitment of persons appointed to th i 

rae : p e Secretarial staff of both 
(3) The Speaker or the Chairman may, with the approval of the Pr 


esid ; 
recruitment of persons appointed to the secretarial staff of both Houses, ent, make rules regulating fa 
Finance Committees [88] 


l The expenditure of the National Assembly and Senate shall be controll : 
2 Senate acting on the advice of its Finance Committee, ed by the National Assembly or 
The Finance Committee shall consist of the Speaker or the Chairman, t Sa , 
@) members elected by the National Assembly or the Senate, he Minister of Finance and other 
(3) The Finance Committee may make rules for regulating its Procedure, 
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PROVINCIAL FINANCIAL PROCEDURES 


Provincial Consolidated Fund and Public 


fe Account [118] 
e All i i 
h revenues received/loans raised by the Provincial Government and 


amount received by it in repayment of loan, 


shall form part of Provincial Consolidated Fund 
(2) All other moneys- solidated Fund. 


(a) received by the Provincial Gov: ent; or 
(b) received with the High Court/any other court; 
shall be credited to the Public Account of the Province. 


Custody, etc., of Provincial Consolidated Fund and Public Account [119] 


e The custody of the Pr vincial Consolidated Fund, the payment and withdrawal from the Fund, 
e the custody of Public Account of the Province. the payment and withdrawal from the Fund and 


e all other connected matters shall be regulated by Act of the Provincial Assembly or provisions made by 
Governor in this behalf. 


Annual Budget Statement [120] 


(1) In each financial year, the Provincial Government shall lay before the Provincial Assembly a statement of 
the estimated receipts and expenditures of the Government. It will be called as Annual Budget Statement. 
(2) The Annual Budget Statement shall show separately- 
(a) amounts required to meet expenses charged by Constitution on Provincial Consolidated Fund; 
(b) amounts required to mect other expenses proposed to be made from Provincial Consolidated Fund; and 
shall distinguish expenditure on revenue account from other expenditure. 


Expenditure charged upon Provincial Consolidated Fund [121] 

The following expenditures shall be charged upon the Provincial Consolidated Fund:- 

(a) the remuneration of Governor and other expenses of his office, and the remuneration of- 

(i) the Judges of the High Court; 
(ii) the Speaker and the Deputy Speaker of the Provincial Assembly; 

(b) The administrative expenses, including the remuneration of officers and servants of the High Court, and the 
Secretariat of the Provincial Assembly. 

(c) Debt charges of the Provincial Government, including interest, the repayment or amortisation of capital, and 
other expenses for raising of loans, and the service and redemption of debt on the security of Provincial 
Consolidated Fund; 

(d) amount paid for any judgment/order against Province by any Court or tribunal; and 

(e) any other amount declared by the Constitution or by Act of Provincial Assembly, 


Procedure relating to Annual Budget Statement [122] , 

(1) Expenses charged on Provincial Consolidated Fund in Annual Budget Statement shall be discussed in the 
Provincial Assembly. However a voting will not be required. oe: 

(2) Other expenses appearing in Annual Budget Statement shall be submitted to the Provincial Assembly for 
raising grant. The Assembly may or may not agree to the demand of grant. It may also reduce the demand. 

(3) The demand for a grant can only be made with the recommendation of the Provincial Government. 


Authentication of schedule of authorized sneer [123] 
(1) The Chief Minister shall sign a schedule specifying- : 
(a) the grants made by the Provincial Assembly (under Article 120), and : 
(b) amounts required to meet the expenses charged on the Provincial Consolidated Fund. It shall not 
exceed the amount mentioned in the statement previously laid before the Provincial Assembly, 


(2) The authenticated schedule (as above) shall be laid before the Provincial Assembly. It shall not be open for 
prae te. ; , in 

5j pepe ii rovincial Consolidated Fund shall be considered as authorized when it is specified in 
the authenticated schedule and schedule is laid before the Provincial Assembly (as required by clause (2)). 


—r 
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Supplementary and excess grant [124] 

If in a financial year it is found- 

(a) that authorized expense for a particular service is insufficient, or expense for a new service is required which is 
not included in the Annual Budget Statement; or 

(b) that amount spent on any service exceeds the amount granted; 

the Provincial Government has power to authorize expenditure from the vincial Consolidated Fund. For this, 
inci lementary Budget Statement or an Excess 


Provincial Government shall lay before the Provincial Assembly a Supp 


Budget Statement specifying the amount of expenditure. 


diture for a part of financial year, not 


Votes on account [125] 
dvance of estimated expen 
diture is pending (in accordance with 


The Provincial Assembly can make any grant in a 
hedule of authorized expen 


more than 3 months, if the authentication of the sc 


the provisions of Article 123). 

Power to authorize expenditure when Assem bly stands dissolved [126] l ox 

If Provincial Assembly is dissolved, the Provincial Government may authorize expenditure from the Provincial 
than 4 months in the financial year, if the 


Consolidated Fund for estimated expenditure for a period of not more ict ’ 
pending (in accordance with the provisions of Article 


authentication of the schedule of authorized expenditure is 
123). 


Provisions relating to National Assembly, etc., to apply to Provincial Asse 
Article 87 and 88 shall apply to Provincial Assembly or the 


The provisions of 

(a) any reference to Majlis-e-Shoora (Parliament), a House or the National Assem 
| the Provincial Assembly; 

(b) any reference to the President shall be read as a reference to the Governor of the Province; 

(c) any reference to the Federal Government shall be, read as a reference to the Provincial Government; 

(d) any reference to the Prime Minister shall be read as a reference to the Chief Minister; 

(e) any reference to the National Assembly shall be read as a reference to the Provincial Assembly; and 


DISTRIBUTION OF REVENUES BETWEEN FEDERATION AND PROVINCES 


National Finance Commission [160] 


(1) Constitution of NFC/Who may be member of NFC 
The President shall, at intervals not exceeding 5 years, constitute a National Finance Commission 


consisting of: 
ə the Minister of Finance of the Federal Government, 


e the Ministers of Finance of the Provincial Governments, and 
e such persons as appointed by President after consultation with Governors of the Provinces. 


(2) Duties of NFC 
It shall be the duty of the National Finance Commission to make recommendations to President regarding- 


(a) the distribution of tax receipts between the Federation and the Provinces (as in clause (3)); 
(b) the making of grants-in-aid by the Federal Government to the Provincial Governments; 
(c) the exercise by the Federal Government and the Provincial Governments of the borrowing powers; an 


(d) any other finance matter referred by the President. 


(3) Taxes raised by Parliament 


The taxes (referred to in paragraph (a) of clause (2)) raised under authority of Majlis-e-Shoora (Parliament) 


are as follows: - 
(i) taxes on income, including corporation i i 
i e, tax, but not including t i isti 

m Enaga paid out of the Federal Consolidated Fund; PATON 

ii taxes on sales and purchases of goods imported, e i 

ii) a , exported, manufactu è 
(iii) export duties on cotton, and such other export duties as EE by mea aler ma 
(iv) such duties as specified by the President; and "s 

an M 5 -a Pied taxes as specified by the President. 
e share of the Provinces in each Award (rec i i i 
(recommendation) of National Finance Commission shall not be 


less than the share in the previous Award. 


<a 


mbly, ete [127] 
Provincial Government in a way that: 
bly shall be read as a reference to 
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(3B) The Federal Fi ini na 
Anad bintionaly aa emp Pbi Finance Ministers shall monitor the implementation of the 
Assemblies. reports before both Houses of Majlis-e-Shoora (Parliament) and Provincial 


(4) Order by President 


On the basis of recom i i 
SW eects mendation of the National Finance Commission, the President shall, specify: 
font ax receipts which is to be allocated to each Province and 
at share shall be paid to the Government of the Province concemed, and, 
A share shall not form part of the Federal Consolidated Fund. 
e recommendations of the National Fi issi i 
hint ee onal Finance Commission shall be laid before both Houses and the 
(6) anno any order regarding share of tax receipts (under clause (4)) the President may, make such 
endments in the law relating to the distribution of revenues between the Federal Government and the 
Provincial Governments as he considers necessary, 


(7) The President may, by order, make grants-in-aid to the Provinces in need of assistance and such grants shall 
be charged upon the Federal Consolidated Fund. 


(5) 


Natural gas and hydro-electric power [161] 


1) 
(a) the net proceeds (receipts) of; 
> Federal excise duty on natural gas charged at well-head and 
e royalty collected by the Federal Government 
shall not form part of the Federal Consolidated Fund and shall be paid to the Province where well- 
head is located; 
(b) the net proceeds o excise duty on oil charged at well-head shall not form part of the 
Federal Consolidated Fund and shall be paid to the Province where well-head is located. 
2) The net profits earned from the b eneration of power at a -electric station shall be paid to the 
' Province 


Explanation - "net profit" means revenue from supply of power less operating expenses (including taxes, 
duties, interest, and depreciations and element of obsolescence). 


Prior sanction of President to Bills affecting taxation in which Provinces are interested [162] 
Following bills will not be moved in the National Assembly without sanction of the President. 


A bill which: 


e imposes/varies a tax, the proceeds of which is allocated to any Province, or 

° varies the meaning of the "agricultural income" for charging income-tax, or 

° affects the principles on which moneys are distributed to Provinces, 

Provincial taxes in respect of professions, etc [163] ; 

A Provincial Assembly may impose taxes, not exceeding limits specified by Majlis-e-Shoora (Parliament), on 
nse din sions, trades or employments. . 


Grants out of Consolidated Fund [164] 
The Federation or a Province may make grants for any purpose. 


Exemption of certain public property from taxation [165] f mep 
(1) The Federal Government is not liable to pay tax on its property or income under any Act of Provincial 


Assembly. , i 
A Provincial Government is not liable to pay tax on its property or income under: 
e Actof Majlis-e-Shoora (Parliament) or 
e Act of the Provincial Assembly of other Province. l l 

(2) If any trade/business is carried on by a Provincial Government outside Province, that income may be taxed 
under Act of Majlis-e-Shoora (Parliament) or Act of the Provincial Assembly where business is carried on. 


(3) However fee for services can be imposed. 


Power of Majlis-e-Shoora (Parliament) to impose tax on the income of certain corporations, etc [165(A)] 
Majlis-e-Shoora (Parliament) can make law for charging of tax on the income of a company established by 


(1) 
or owned or controlled by a Federal or a Provincial Government. ome E 
(3) Order of court, including the Supreme/High Court, which conflicts with above provision shall be void. 


FEDERAL LEGISLATIVE LIST - 


Powers of the Federation to legislate on taxes (Areas whereby Federal Government can legislate to le ! 
Following entries in the Federal legislative list contained in constitution of Pakistan relates to taxes or following are 
the taxes which can be imposed by the Federation. 


43. Duties of customs, including export duties. 
44, Duties of excise, including salt, but not including alcoholic liquors, opium or other narcotics; 
47. Taxes on income other than agricultural income; , 
48. Taxes on corporations. 
49. Taxes on the sales and purchases of goods imported, exported, produced, manufactured or 
consumed, except sales tax on services. 
50. Taxes on the capital value of the assets, not including taxes on immovable property. 
51. Taxes on mineral oil, natural gas and minerals for use in generation of nuclear energy. 
52. Taxes and duties on the production capacity of any plant, machinery, undertaking 
53. Terminal taxes on goods or passengers carried by railway, sea or air; taxes on their fares and freights. 


Using above provisions, following laws are enacted by the Federal Government: 
Legislative powers of Federation Laws enacted thereunder 
Taxes on income other than agricultural income Income Tax Ordinance,2001 


Taxes on corporations 
Taxes on mineral oil, natural gas and minerals for use in generation 


of nuclear energy. 
Taxes on the sales and purchases of goods imported, exported, | Sales Tax Act, 1990, Federal Excise Act, 


produced, manufactured or consumed, except sales tax on services 2005, Customs Act,1969 


Taxes and duties on the production capacity of any plant, machinery 
or installation of any one or more of them, 


Taxes on the capital value of the assets, not including taxes on | Capital Value Tax levied through Finance 
immovable property. Act, 1989 


Powers of the Provinces to legislate on taxes Areas where Provincial Government can legislate to lev taxes 
All taxes other than the mentioned in above list of Federal legislative list as contained in the Constitution of Pakistan 
ed eb in the scope of legislation of Provinces. Accordingly, various types of taxes are introduced by the 
® Sales tax on services 

Taxes on transfer of immoveable property 
Professional tax 

Tax on luxury houses 

Tax on registration of luxury vehicles etc, 
Property tax 
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iiai ICAP PAST PAPER UESTIONS 


(a) List the taxes which can be im 
; i posed by the Federal Government. 6 
(b) Briefly describe the duties of National Finance Commission, a 
san (Q.9 September 2014) 


What do you understand by ‘Federal consolidated fund’ 


? Enumerate th di hi harged th 
Federal consolidated fund. ——— ee 


(8) 
.8 September 201 
uestion -3 as n 
Under the provisions of Article 160 of the Constitution of Pakistan, briefly describe the formation of ‘National 
Finance Commission’. Who may be the member(s) of such Commission? (3) 
(Q.7(a) March 2016) 
Question-4 ; 
List any five types of taxes which can be imposed by the Federation as provided in the Federal legislative list under 
the Constitution of Pakistan, (05) 
(Q.7 (b) September 2016 
Question-5 inn i 
(a) State the duties of National Finance Commission. (04) 
(b) List the taxes and duties which may be raised under the authority of Parliament. Also list various types of 
taxes which are covered under the scope of legislation of the Provinces. (06) 
(Q.4 March 2017) 
Question-6 
List any five taxes which can be imposed by the Federal Government. (05) 
(Q.5 (b) March 2018) 
Question-7 l 
(a) National Finance Commission has the duty to make recommendations to the President with regard to 
finance related matters. You are required to list such recommendations. (04) 


(b) State the taxes and duties which may be raised under the authority of Parliament. Also state four types of 
taxes which are covered: 


(i) under the scope of legislation of the Federation 
(ii) under the scope of legislation of the Provinces. (06) 
(Q.8 March 2019) 
Question-8 
List six types of taxes which are covered within the legislative powers of Provinces. (03) 
(Q.8(b) March 2021) 
Question-9 
Following is the list of various types of taxes/duties: n 
(i) Agriculture income tax (ii) Custom duty 
(iii) Tax on transfer of immovable property (iv) Capital value tax 
(v) Property tax (vi) Sales tax on services 
Required; 
In respect of each of the above mentioned taxes/duties, identify whether they are covered under the scope of 
legislation of the Federation or the Provinces. (03) 


(Q. 8(b) September 2022) 


689 CamScanner 


Chapter 2: Constitutional Provision —— 


ICAP PAST PAPER SOLUTIONS 


Answer-1 
a) Following are the taxes which can be imposed by Federation 


Duties of customs, including export duties. 
Taxes on income other than agricultural income; 


Taxes on corporations. : 
Taxes on the sales and purchases of goods imported, exported, prod 
except sales tax on services. i , 

Taxes on the capital value of the assets, not including taxes on immovable property. 
Taxes on mineral oil, natural gas and minerals for use in generation of nuclear energy. 


d duties on the production capacity of any plant, machinery, undertaking l 
Lariam ied by railway, sea or air; taxes on their fares and freights. 


Terminal taxes on goods or passengers carri 


b) It shall be the du the National Finance C ission to make recommendations to the President 


regarding- 

) the distribution of tax receipts between the Federation and the Provinces; 

(f) the making of grants-in-aid by the Federal Government to the Provincial Governments; s 

(g) the exercise by the Federal Government and the Provincial Governments of the borrowing powers 
given by the Constitution; and l 

(h) any other matter relating to finance referred by the President. 


uced, manufactured or consumed, 


PUNS 


muam 


nswer-2 


Federal Consolidated Fund 


All revenues received/loans raised by the Federal Government and amount received in repayment of loan, 
shall be credited to Federal Consolidated Fund. Í 


Expenditures which are charged upon Federal consolidated fund are as under: 


(a) the remuneration of President and other expenses of his office, and the remuneration of- 
the Judges of the Supreme Court and the Islamabad High Court; 

the Chief Election Commissioner; 

the Chairman and the Deputy Chairman; 

the Speaker and the Deputy Speaker of the National Assembly; 


the Auditor-General; 
(b) The admin expenses, including the remuneration of officers and servants of Supreme Court, the Islamabad High 


Court, the department of the Auditor-General, the Office of the Chief Election Commissioner and the 
-, Secretariats of the Senate and the National Assembly. 
(c) Debt charges of the Federal Government, including interest, sinking fund charges, the repayment of capital, 
and other expenses for raising loans, and redemption of debt on the security of Federal Consolidated Fund; 
(d) amount required to satisfy any judgment/order against Pakistan by any court or tribunal; and 


(e) any other amount declared by the Constitution or by Act of Majlis-e- Shoora (Parliament). 


Answer-3 
ormatic n of Nation | inane m : 
The pave: eas p iaaa a soi 5 years, constitute a National Finance Commission., 
National Finance Commission shall consist of: 
e the Minister of Finance of the Federal Government, 
e the Ministers of Finance of the Provincial Governments, and 


e such persons as appointed by President after consultation with Governors of the Provinces, . 
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Answer-4 
owe ederation to legislate on tax 


Following entries in the Federal legislative list contained in constitution of Pakistan relates to taxes or following are 
the taxes which can be imposed by the Federation. 


43. Duties of customs, including export duties. 

44. Duties of excise, including salt, but not including alcoholic liquors, opium or other narcotics; 

47. Taxes on income other than agricultural income; 

48, Taxes on corporations. 

49, Taxes on the sales and purchases of goods imported, exported, produced, manufactured or 
consumed, except sales tax on services, 

50. Taxes on the capital value of the assets, not including taxes on immovable property. 

51. Taxes on mineral oil, natural gas and minerals for use in generation of nuclear energy. 

52. Taxes and duties on the production capacity of any plant, machinery, undertaking 


53. Terminal taxes on goods or passengers carried by railway, sea or air; taxes on their fares and freights. 


Answer-5 

(a) 

It shall be the of the Nati Finance Commission to make recommendations to President regarding- 
(a) the distribution of tax receipts between the Federation and the Provinces (as in clause (3)); 

(b) the making of grants-in-aid by the Federal Government to the Provincial Governments; 


(c) the exercise by the Federal Government and the Provincial Governments of the borrowing powers given by the 
Constitution; and 


(d) any other matter relating to finance referred by the President. 


(b) 
The taxes raised under authority of Majlis-e-Shoora (Parliament) are as follows: - 


(i) taxes on income, including corporation tax, but not including taxes on income consisting of remuneration paid 
out of the Federal Consolidated Fund; 

(ii) taxes on sales and purchases of goods imported, exported, manufactured or consumed; 

(iii) export duties on cotton, and such other export duties as specified by the President; 

(iv) such duties as specified by the President; and 

(v) such other taxes as specified by the President. 


Powers of the Provinces to legislate on taxes ` 


All taxes other than the mentioned in above list of Federal legislative list as contained in the Constitution of Pakistan 
are covered in the scope of legislation of Provinces. Accordingly, various types of taxes are introduced by the 
Provinces; 

e Sales tax on services 

Taxes on transfer of immoveable property 

Professional tax 

Tax on luxury houses 

Tax on registration of luxury vehicles etc. 

Property tax 


swer-6 
The taxes which can be imposed by the Federation are as follow: 
43. Duties of customs, including export duties. 


44, Duties of excise, including salt, but not including alcoholic liquors, opium or other narcotics; 
47. Taxes on income other than agricultural income; 
48. Taxes on corporations. 


49, Taxes on the sales and purchases of goods imported, exported, produced, manufactured or 
consumed, except sales tax on services, 
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Answer-7 , ' 
a) It shall be the duty of the National Finance Commission to make recommendations to President 
regarding- ; 
(a) the distribution of tax receipts between the Federation and the Provinces 
(b) the making of grants-in-aid by the Federal Government to the Provincial Governments; 
(c) the exercise by the Federal Government and the Provincial Governments of the borrowing 


powers given by the Constitution; and 
(d) any other matter relating to finance referred by the President. [Article 160(2)] 


The taxes (referred to in paragraph (a) of clause (2)) raised under authority of Majlis-e-Shoora (Parliament) 
are as follows: - 

taxes on income, including corporation tax, but not including taxes on income consisting of 
remuneration paid out of the Federal Consolidated Fund; 

e taxes on sales and purchases of goods imported, exported, manufactured or consumed; 

e export duties on cotton, and such other export duties as specified by the President; 

e such duties as specified by the President; and 

e such other taxes as specified by the President [Article 160(3)] 


b) 


(i) Following entries in the Federal legislative list contained in constitution of Pakistan relates to 
taxes or following are the taxes which can be imposed by the Federation. 
° Duties of customs, including export duties. 
° Duties of excise, including salt, but not including alcoholic liquors, opium or other 
narcotics; 
Taxes on income other than agricultural income; 
Taxes on corporations. 


(ii) Following are the taxes which can be imposed by provinces: 
. Agriculture income tax; 

Sales tax on services; 

Professional tax; 

Property tax. 


Answer-8 . 

Six types of taxes which are covered within the legislative powers of Provinces; 
(i) Sales tax on services 

(ii) Taxes on transfer of immoveable property 

(iii) Professional tax 

(iv) Tax on luxury houses 

(v) Tax on registration of luxury vehicles etc. 

(vi) Property tax 


Answer-9 


Agriculture income tax [Provmces— 
Tax on transfer of immovable prope [Provinces Žž ž — ———— 
Capital value tax 
oo e a a aer] 
"Sales taxon services — č č [Pons O o 
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Amount received In repayment of tesog 
loan, 


All revenues recelved/ioans raised by 
FoF] the Federal Government shall be credited to 
x received by the Federal shall be 
Govornment credited 


to the 
PAF 


Definition 


| Custody of FCF | / ew] | all baroguiatag by Act of wiaj | 
P a and PAF —{ the payment and withdrawal f E geet , isc mort) or Fite | 


a 


y å all other connected matters J 


a statement of 


the Federal 


Fi the estimated 

f n each Government receipts and 
financial shall lay bafore expenditures 
year the National of the 


Assembly Government 


Annual Budget 
statement 


amounts required to meet Binanexpanssi proposed 
to be made from Federal Consolidated Fund 


and shall distinguish 
between 


and other expenses 
shall be discussed Avoting will not 


in the National 
pC, be required. 


7 
if 
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Procedure Statement 


relating to aL m 
sna may 
Annual submitted to also 
Budget National = 
Statement comes ps 
ralsing grant demand 


The demand can only be made with 
recommendation of Federal Government 


tho BE made by the National 
Assembly (under Article 82) 


The Prime 
Minister shall 
sign a schodula 


specifying 


it shall not exceed 
the amount 
mentioned In 
statement previously 
laid before the 
Natlonal Assembly 


The authenticated schedule (as above) shall it shall not be open 
be laki before National Assembly aid discussion or 

e 
An expense from Federal Consolidated Fund shall be considered as 
authorized when above procedure ls followed. 


Authentication 
of schedule of 
authorised 

expenditure 
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Pronident at 
intervala not 
excoeding 5 
yearn 


Constitution 


| tshallbotho | | tomake | 
duty of tho | | recommen | | 
| Duties | | National } dations to | | 
| of NFC Financo | Prosidont | \ 
; | Commission | rogarding | \ 


y Tho sharo of the Provincas In 


| each Award (recommendation) 
of National Financo 
Commission eases o ; 


The Fedoral 
Finance 
Minister and 
Provincial 


Finance 
Ministers shall 
monitor the 
implementation 
of the Award 


Monitioring 


On the basis 
of 

rocommendat 
lon of NFC 


Order by 
President 


Recommendations 
of NFC 


shall be lald before 


the 
President 
may, make 
such 
amendments 
In the law 


Before any 


order regarding 
share of tax 


receipts 


The President may, 
by order 


Amendments in 
law 


Grants-In-ald 


biannaully 


make grants-In- 
ald to the 
Provinces In 
need of 
assistance 


tha Ministar of Financa of the 
Faderal Government, 


tho Ministara of Financa of the 
Provincial Governmonta 


nuch persons as appointed by 
Prosldant after consultation 
with Governors of the 
Provinces 


~ Fodoration | 
tho distribution of tax | ~ | and 
rocolpta batwoon tho | 
' | Provinces | 


Fodoral Govornmont to the Provincial 
Governmonts 


tho making of grants-In-ald by the | 
| 


tho exorcise by tho Federal š 
Govornmont and tho Provincial 


| Governmonts of tho borrowing powors | 


d any othor finance matter roforrad by 


tho Prosidont 


shall not bo loss than tho share In the a 
4% pravious Award, i l 


before both 


Houses of 
te lay Majlis-o-Shoora 
a t (Parllamont) 
= and Provincial 


Assemblies. 


the share of the tax receipts which Is to 
be allocated to each Province 


that share shall be paid to the 
Government of the Province 
concerned 


share shall not form part of the FCF 
both Houses and the Provincial Assemblies 


relating to the distribution 
of revenues between the 
Federal Government and 
the Provinclal Governments 
as he considers necossary 


and such grants shall be 
charged upon the Federal 
Consolidated Fund 
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Chapter 2: Constitutional Provision 


CHAPTER 2 Reserve g” Loan 
j ONST I ROVISIONS =œ 
z LEcF | 
FEDERAL FINANCIAL PROCEDURES p 
: yn Federal seen Fund and Public Account [78] of otn efs 
I e i 
0 “7 oH Msgs by the Federal Government and 
e A received in repayment of | - 
shall raas credited to Federal pametan Fund, ~ á Loa P AF 
G)  Allother moneys- ~~~ iS 3 


(a) received by the Federal Gopas or 
deposited with the Supreme Court/any other court; ~ . “> 
m a be credited to the Public Account of the Federation. (eo pa a 
aD —— Ő 
Custody, ctc., of Federal Consolidated Fund and Public Account {79} 
s Public Account of the Federation, the payment and 


> The custody of the Federal Consolidated Fund and 


withdrawal from the Funds, 
» ©  allother connected matters 
I Act of Maji (Parliament) or rules made by President. 

Annual Budget Statement [80] 

(1) In cach financial year, the a statement of the 
estimated receipts and expenditures of the Statement 

See (2) The Annual Budget Statement shall-show separately- 
on Federal Consolidated Fund; 


(a) smounts required to mect 
d (b) amounts required to meet from Federal Consolidated Fund; and 
ps ae shall —- revenue expenses and other moe. > i 
A "ls 
Pb Expenditure wens = Federal Consolidate Pana (81) A O: s LJ 
following expenditures shall be cparged upon the Federal Consolidated Fund:- 
ay (a) the remuneration of President and other expenses of his office, and the remuneration of- 
a (i) the Judges of the Supreme Court and the Islamabad High Court; 
(ii) the Chief Election Commissioner; 
(iii) the Chairman and the Deputy Chairman; © £ Sengte 
(iv) the. Speaker and the Deputy Speaker of the National Assembly; 
(v) the Auditor-General; 
(b) The zdmin expenses, including the remuneration of officers and servants of Supreme Court, the Islamabad High 
Court, the department of the Auditor-General, the Office of the Chief Election Commissioner and the 
ò a of oh Senate and the National Assembly, 
e rges of the Federal Government, including interest, thie repayment of capital, and other expenses for 
ratsing loans, and on of debt z i g " 
r amount paid for «ny judgfientorder against Pakistan by any court or tribunal; and 
any other amount declardd by the —e by Act of Majils-c- Shoora (Parllament). 


e 
7 Q\iy ex relating to Ana Golge Statement [82] 
19 araser charged on Federal Consolidated Fund in Annual Budget Statement shall be discussed in the 
] A m Assembly, A voting will not be required, 
MASA Other r — In Annual Budget Statement shall be submitted to Natlonal Assembly for raising grant. The 
j > a) er mp OF imay not ausee to demand, Tt may also reduce the demand. 
demand can only be made with recommendation of Federal Government. D) 
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Authentication of schedule of authorised expenditure (83| 


1) The Prime Minister shall si š 
4 ign a schedule specifying- 
Lugs & a = grants ue è National Assembly ‘i Article 82), and . 
38] e>) smounts required for expenses charged on the Federal Consolidated Fund. It shall noi exceed the 
Q) Th ount mentioned in statement previously laid before the National Assembly. 
he authenticated schedule (as above) shall be[iaid before National Asser 17} SeMBTV}It shall not be open for 
discussion or vote. 


(3) - nai from Federal Consolidated Fund shall be considered as authorized when above procedure is 


£ g: 
% Fn l> £ New L ae a Z 

Supplementary and excess grants [84] _ > r, a L b% ra rr l C sewr A 
pg gomma dary itis a ` 
a)- au expense for a service is insuffici i 

Whoa la the Atmnal Dadir MiA ar ent, or expense for a new service is required which is not 
(b) that amount spent on any service exceeds the amount granted; 
the Egderal Government can authorize expenditure from the Federal Consolidated Fund. For this, Federe! 
Goverment shall lay before National Assembly a Supplementary or Excess Budget Statement. 


A\Wotes on sccount [85] £ 
pM, i m ie-advenes-of estimated expenditure for a part of financial year, not mare 
(AY than 4 months, (in accordance with the provisions of Article 83). 


Power to authorise expenditure whea Assembly stands dissolved [36] 
If National Assembly is dissolved, the Federal Government may authorize expense from the Federal Consolidated 
cena Fund for estimated expenditure for @ period of not more than 4 months in financial year, if the authentication of the 
eee schedule of authorized expenditure is pending (in accordance with the provisions of Article 83). 


Oy » 
Sceretariats of Majlis-e- a (Parliament) (87] A Fa > 
Sendt Wi) Each House sháil have a separate i 
Pee However posts common to both Houses can be awarded. 
` Mailis-¢-Shoora (Parliament) may regulate recruitment of persons appointed to the Secretarial staff of both 
64 $) Houses. TINAS 
1% The Speaker or the Chairman may, with the approval of the President, make rules regulating the 
L3 4 recruitment of persons appointed ta the secretarial staff of both Houses. 


Finance Committees [88] Ets Y NA =z EA Luss . 
(1) The è iture of the National Assembly and Senate shall be controlled by the National Assembly or 
Senate aa on the advice of its ael Tite. 


Comm 
2) The Finatice Committee shall consist of the Speaker or the Chairman, the Minister of Finance and other 
members elected by the National Assembly or the Senate. 
a) The Finance Committee may make rules for regulating its procedure. 


Yeonstihmof Cotitee 
} ) me oL ) 
F/G shell lay before diar Asseliy finval Lode) dgleree} (8 0] 


s c Expeme vi) be 
Exp: of 8\ wall be up pow fot raising £32029) 
teure in | ` ie 
ice hst] £ 82 ae a+ 


ae Prime Minsky Shell ci ccnedde C83 Cry) 


hell be faid before Nema Asend 
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Supplementary and excess grant [124) 


if in a financial year it is found- > atia š ae 
r a particulas service is insufficient, or expense for a new service 13 required which is 


(a) that authorized expense fo 
nol included in the Annual Budget Statement; or 


(>) that amount spent on any service exceeds the amount granted, o. i , 
tlie Provincia! Government has power to authorize expenditure from the Conzolidat nd For this, 
Provincial Government shall lay before the Provincial Astembly a Supplementary Budget Ststement or an Excess 


Budget Statement specifying the amount of expenditure. 


expenditure for a part of financial year, not 


Votes on account [125] 
ture is pending (in accordance with 


The can make any grant in advance of estimated ! 
more thaa 3 months, if the authentication of the schedule of authorized expendi 


the provisions of Article 123). 


Power to authorize expenditure when Assembly stands dissolved [126] l : 
If Provinei is dissolved, the Provincial Government may suthorize expenditure from the ——— 
Consolidated Fund for estimated expenditure for a period of not more than 4 months in the financial pry if y 
authentication of the schedule of authorized expenditure is pending (in accordance with the provisions of Artic 


123). - 
Provisions relating to National Assembly, etc., to apply to Provincial Assembly, etc [127] e 
eanes ‘ ee rovincial Assembly or the Provincial Government in a way that: 


The provisions of Article 87 and 88 shall apply to P. 
(2) any reference to Majlis-e-Shoora (Parliament), a House or the National Assembly shall be read as a reference to 
the Provinsi = “ 
(b) any reference to the President shall be read as a reference to the Govemor of the Province; 
(c) any reference to the Federal Government shall be, read as a reference to the Provincial Government, 
ence to the Chief Minister; 


(d) any reference to the Prime Minister shall be read as a refer rast 
fc) any reference to the National Assembly shall be read as a reference to the Provincial Assembly; end 


DISTRIBUTION OF REVENUES BETWEEN FEDERATION AND PROVINCES 


National Finance Commission [160) 


() Constitution of NFC/Who may be member of NEC 
The _President_shall titute ational Finance 


nt I}, at intervals not exceeding $ yeers, 
consisting of: 
+ the Minister of Finance of the Federal Government, 
e the Ministers of Finance of the Provincial Governments, and 


e such persons as appointed by President after consultation with Governors of the Provinces. 
GIP sho 


(2) —_ Duties of NFC 
It shal] be the duty of the National Finance Commission to make recommendations to President regarding- 
é (a)_the distribution of tax receipts between the Federation and the Provinces (as in deus Gite —> f (8) W aL 
4, ¥ rA —() the making of grants-in-aid by the Federal Government to the Provincial Governments; È \> Py be s 
Å (c) the exercise by the Federal Government and the Provincial Governments of the borrowing powers; and yee 
(d) any other finance matter referred by the President. — 7 = 
(3) arest rai riiam, É bw Les! 
The taxes (referred to in paragraph (a) of clause (2)) raised under authority of Majlis-e-Shoora (Parliarsent) 


are 25 follows: - 
(i) taxes on income, including corporation tax, but not including taxes on income consisting of 
7 remuneration paid out of the Federa) Consolidated Fund; 

(ii) taxes on sales and purchases of goods imported, exported, manufactured or consumed: 
(iii) export duties on cotton, and such other export duties as specified by the President; 
(iv) such dulics as specified by the President; and ? 

on ®) i such other taxes as specified by the President. 

A c share of the Provinces in each Award (recommendation) of Nati inance Commissi 
less than the share in the previous Award, = sis ee 


C1) Presitent: cha) Ww NFC 

Sy BSNS Ge ER OOIEOE EEEIEE ia 

4) Presiden” shan give order on brsis of suqgechin by NFC 

z) NFC sugges han shall he laid bebe ~ doth hovses l 
6) President Can make chje tn jaw ae distibs hia of tates 
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(3B) The Federal Finance Minister and Provincial Finance Ministers shall monitor the implementation of the 
Award ow and lay their reports before both Houses of Majlis-e-Shoars (Parliament) and Provincial 
Assemblies. S 


(4) Onder by President 

On the basis of recommendation of the National Finance Commission, the President shall, specify: 

* the share of the tox receipts which is to be allocated to each Province and 

> that share shall be poid to the Government of the Province concerned, and, 

* share shall not form part of the Federal Consolidated Fund. 

(5) The recommendations of the National Finance Commission shall be laid before both Houses and the 
Provincial Assemblies. f 

(6) Before any order tegerding—shere—of-ten—saceipte. (under clause (4)) the President may, make such 
amendments in the law relating to the distribution of revenues between the Federal Government and the 
Provincial Governments as he considers necessary, 

(7) The President may, by order, make grants-in-nid to the Provinces in need of assistance and such grants shall. 
be charged upon the Federal Consolidated Fund. 2 


VA 
eet Leun Iler? ls J) 


Natural gas and hydro-electric power [161] 7 | 
1 ew = EA e 
(a) the net proceeds [reéeipts) of a4 sy! J. (yd Lo 
° Federal excise duty on natural cas charged at well-head and 
* royalty collected by the Federal Government ; 
ida and shall be paid to the Province where well- 
head is located; 
ony (>) the net proceeds of Federal excise duty on oi! charged at well-head a 
“Federal Consolidated Fund and i i ll-head is located, 
g, 2) The ; and shall b- paid to the Province where well-head is loca ; 


Explanation - "net profit" means revenue from supply of power less operating expenses (including taxes, 
duties, interest, and depreciations and element of obsolescence). 


Ileol Oui 
> = KA 
Prior sanction of President to Bills affecting taxation in which Provinces are Interested [162] Pe & 2 b/ fes 


Eotlowing bills will not be moved in the National Assembly without sanction of the President, , /77 ` A r 
A bill which: ° ~y & Bi e 
7 imposes/varies a tax, the proceeds of which is allocated to any Province, or -a 


. varies the meaning of the "agricultural income” for charging income-tax, “ > > f g? b b “Tex al i 
T affects Ey RT on “paper OO). to Provinces, Cy. p { L c>. ; as 
‘ / -y v UA. = wns 
- Ciad ga in respect EN ete [163] On.” 
A Provincial Assembly may impose taxes, not exceeding limits specified by Majlis-e-Shoora (Parliament), on 
. persons engaged in professions, trades or emiployments. sta) acl 8 
š ai gokssi us CE & Te Provincia) 
Grants out of Consolidated Fund (164]' . ` Assem blq 
* The Federation or a Province may make grants for any purpose, 


Exemption of certain public property from taxation [165] 
(1) The Federal Government is not lisble to pay tax on its property or income under eny Act of Provincial 
Assembly. 
A Provincial Government is not liable to pay tax on its property or income under: 
+ Act of Majlis-e-Shoora (Parliament) or 
* Act of the Provincial Assembly of other Province, 
(2) if any trade/business is carried on by a Provincial Government outside Province, that income may be taxed 
under Act of Majlis-e-Shoora (Parliament) or Act of the Provincial Assembly where business is carried on. 
(3) However fee top services can be imposed. 
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ETHICS FOR TAX LEGISLATORS 


1. Ethics and canons of taxation 
2. Canons of taxation 
ETHICS FOR TAXPAYERS 
3. Morality behind Tax Compliance 
4, Ethics and morality for taxation compliance 
5. Tax avoidance and evasion 


ETHICS FOR TAX ADMINISTRATORS/ TAX IMPLEMENTING AUTHORITIES 
6. Powers of tax administrators - Introduction 


7. Pillars of tax administration 
8. Responsibilities of tax implementing authorities 
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CHAPTER 3 
: ETHICS 
Ethics — meaning and application ————_ 


Ethics means characters and customs. Arist 
knowledge that actions are done for bett 
individual and society, Aristotle said it 


otle was the first one to study ethics. He believed that ethical behavior is 
erment of common good. To determine what is ethically good for the 


is necessary to possess 3 virtues of practical wisdom: 
1, temperance, 
2. courage, and 
3. justice, 


1, ETHICS FOR TAX LEGISLATORS 


"Legislative office is a public trust, and every effort for personal gain through official conduct is a violation of that 
trust" 


The constitution requires the legislature: 
e to make a code of ethics prohibiting conflicts between the public duty and private interests of members of 
the legislature. 


* to enact a code of ethics for all officials and employees of the state and its political subdivisions, 


Canons of taxation 


Canons of taxation are the basic principles to run a good tax system, Adam Smith was the first economist to develop 


a list of canons of taxation. Later on, some new canons were added, These canons help tax legislators in constituting 
a good tax system. The canons of taxation are discussed below: 


Original and Main Canons of Taxation discussed by Adam Smith in famous books “The Wealth of Nations” 
1, Canon of Equity 


This principal says that a person who earns more should 
who earns less, As a result the person carnin 
who is earning less income. 

It is one of the fundamental concepts to brin 


2. Canon of Certainty 


The tax that a person is going to pay should be certain. Everything should be made clear and simple for the 
taxpayer. It ensures that the taxpayer should have full knowledge about amount of tax payment, mode of 
payment and the due-date. If this canon does not exist, it leads to tax evasion. 
Another aspect of certainty is that the Government is also certain regarding the amount it will collect from tax. 
3. Canon of Convenience 
The procedure for tax payment should be easy, convenient and taxpayer-friendly, The time and manner of 
payment must be convenient for the tax payer so that he is able to pay his taxes in due time. If the time and 
manner of the payment is not conveni nt, then it may lead to tax evasion and corruption, 
Canon of Economy 
The canon of economy states that the cost of collecting taxes should be as minimum as possible. The cost of tax 
collection should be lower than amount of tax received by Government. 
The purpose of collecting taxes is to generate revenue for the Government. If the c 
applied, the collected amount will not be sufficient for Government. 


Additional Canons of Taxation 

Functions of the government increased significantly since Adam Smith's time. Accordingly, modern economists 

gave following additional canons of taxation. 

5. Canon of Productivity 
It says that there should be fewer taxes with large revenues, rather than more taxes with le 
revenue. It is better to impose only those taxes that are able to produce larger retums. Mo 
panic and confusion among the taxpayers. 

6. Canon of Elasticity 
Taxes imposed should be elastic i.e., they can be increased or decreased, according to the demands of the 
Government. If the tax is elastic in nature, Government can easily increase its 


t car revenue by increasing the rate of 
tax. An example of such tax can be the income tax, which is considered very much ideal in accordance with the 
canon of elasticity. 


i 
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pay more to the Government as compared to a person 
g high income should pay tax at higher rate as compared to a person 


g social equality and equal distribution of wealth in a country. 
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sser amounts of 
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7. Canon of Flexibility ee i 
Flexibility is different from elasticity. A flexible tax quickly adjusts to the new conditions. If the tax system is 


not flexible, new areas will remain un-taxed. 


8. Canon of Simplicity : i i 
The system of taxation should be simple. The entire process should be non-technical and straightforward. If it 


is difficult and complicated to understand, then it will lead to corruption. 

9. Canon of Diversity , ; 
It says that the Government should collect tax from different sources rather than relying on a napsane, if 
Government relies on a single tax source it can be harmful for the economy. Therefore Government introduces 
both direct and indirect taxes. 


2. ETHICS FOR TAXPAYERS 
Morality behind Tax Compliance f . 
r tax compliance which are as under: | 


There are three approaches to ethics fo a 
QO rinieartantlich tells us to aim for greatest happiness across the population. ‘Happiness’ is the 


satisfaction of our desires. 


O _ Deontology bases ethics on the idea of duty. , a 
OQ Virtue ethics focus on the virtues we should have. A broad conception must be used here. Virtue is not 


only honesty but using one’s talents and leading a fulfilled life is also a virtue. 


Ethics and morality for tax payers regarding taxation compliance =, ; 
ortant economic goal is to ensure that goods and 


O ‘For Taxpayers following utilitarian approach, the imp 
services are available to everyone for decent life. Utilitarian compliance level will be better because 


there is a great need of resources for general public and country. 
Deontologist approach lay down absolute duties. There is a duty of individuals to pay for social 


resources provided by Government. The one who uses a public hospital or a public road, should pay for 

it. So this approach says that it is obligation of taxpayer to pay tax for use of public facilities. 

O Virtue ethics says one should use one’s talents to the full. Financial incentives encourage people to use 
their talents but very high tax rates reduce those incentives. Another virtue is charity either in form of 

cash or time. The more take-home cash people have, the more charities they can afford; and also find 


time to perform charity work. A third virtue is independence. It is good to live on own money. Lower 


tax rate make independence easy. 
noses, and it is clear that what ethicists would say about these purposes 


Tax can be used for all pu 3 
Purpose _ Žž | Utilitarian Virtue Ethics 


Will approve tax because 
more goods and services 

will be available resulting in 
increase in happiness among 
people. 


m 


Will approve tax because 
this will enable people to 
lead prosperous lives and 
utilize their talents to full. 


Providing law and 
order, health care and 
education service to 

public 


Will approve 
because it is 
our duty to 
take care of 

the poor. 


Will approve tax because it 
will lead to equal 
distribution of wealth and 
happiness among society. 


Will approve tax because 
taking care of less fortunate 
is itself a virtue 


Helping the needy and 
poor with tax money 


Q Morality for citizens to pay taxes is justified so that: 
e State is able to provide proper infrastructure, 
° State is able to provide level playing field to all, 


20 
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Tax avoidance and evasion 
In recent years, tax avoidance is a cons 


abusive avoidance, as opposed to simp 
Tax evasion occurs when someone act 


iderable public concern. It is compliance with the law, though aggressive or 

le tax planning which seek to comply with the letter of the law. 

s against the law. 

Q Tax avoidance is the legal use of the tax law to one's own advantage, to reduce the amount of tax 
payable. For example, it is upto tax payer that whether the business is started as a partnership or 
company. In case of partnership tax rates is lower than that of company. Another example is starting 
business in a tax free zone. 

@ = Tax evasion is an illegal practice where individ 


, uals, AOPs and companies unlawfully avoids payment of 
tax. In tax evasion taxpayer 


l intentionally conceals the true state of affairs to tax authorities. It is 
punishable under the law. For example, concealment of income, misclassifying income under another 
head, claiming excess deductions, and claiming wrong tax credits. 


Difference between ‘Tax Avoidance’ & ‘Tax Evasion 
Tax Avoidance 


Tax payment is avoided by complying with the 
provisions of law but defeating the intension of the law. 


Tax is avoided through illegal means or fraud. 


age c i It is done by employing unfair means 


5 ry 
$ È 
. 
5 p Tr 


T with malafide intention but | Tax Evasion is an unlawful way of paying lower taxes 
to comply with law 
Tax evasion is a fraud and is done after the tax liability 
before the tax liability arises. has arisen. 


Example is: Examples include: 
Donation to approved charity recognized by the FBR to | Falsifying income tax retum by non-disclosure of off- 
claim a tax credit, shore accounts e.g. Panama Paper Leaks i 


It is tax evasion and a Criminal Act. He cannot buy 
any asset form this money unless he declares this 
income and pays tax on it 


Mr. A is in the business of selling shoes. His sales are 


Rs, 20 M. He kept all cash in his bank locker to hide it 
from tax authorities. 


Mr. B eamed income of Rs 50 M. However, he 


This is also a tax evasion. Understatement is also 
declared only that income which is verifiable from the | an offence. 


banks i.e, 36M. Remaining amount has been hidden in 
parate bank account. 
Mr. C earned Rs 50 M. However, he recorded 37 M | Tax avoidance, which is legally permissible, 
al tactics to reduce his income. 


A utilitarian, concerned with aggregate welfare, might be willing for tax avoidance. If tax is avoided, wealth is 
kept in the private sector (means it will not go to Government). The utilitarian says that charging tax will put more 
burden on middle class who cannot afford hiring tax lawyers. The dissatisfaction of middle class will be more as 
compared to the satisfaction achieved by rich class. 


A virtue ethicist would dislike tax avoidance. It is not ethical to exploit rules knowing that one is exploiting it for 
oneself, 


A deontologist will not favor tax avoidance, but might not condemn it either. Deontologists can easily argue for a 
duty to obey the law. 


a 
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3. ETHICS FOR TAX ADMINISTRATORS/ TAX IMPLEMENTING AUTHORITIES 


Powers of tax administrators - Introduction gislation but deals with current tax system. Federal 


The tax administration is not responsible for tax policy and tax le t abn 
Board is the main administrative authority under the law to monitor various hii . 

During administration, FBR itself or through its staff exercises the following powers: 

e Power to collect revenue 

Power to change the method of accounting 

Power to make assessment of tax and 

Power to attach bank accounts 

Power to seize property i . ‘ i : 

The authorities can anaa the above mentioned powers which can result in following against taxpayer: 

e Loss of property and income 

e Imprisonment s , , 

So Paka powers if wrongly used can result in loss of fundamental human rights. So there is need for ethics so that 
tax authorities can use the powers fairly and with transparency and morality. 


"3 yah is running a textile unit and tax amounting to Rs. 5M is assessed against him. His bank accounts balance 
is Rs. 10M. However, he has to fulfil his exports orders. In case he fails to fulfil his orders, he would lose his 
customers and that orders. Considering his present critical financial position, Zahid believes that tax recovery 
proceedings by recovery from bank account (Attachment of bank account) would cause an irreparable loss. So he 


files a request to FBR for allowing him to pay the tax dues in instalments. 


FBR staff has the power to allow him relief or recover this tax directly from his bank account. Justice and equity 
demands that his request should be entertained so that his continuation and prosperity of business would eventually 


result in payment of better taxes in future. 


Income Tax Ordinance, sales tax law, Federal excise law empower tax authorities to select cases for audit. This 
power can be misused by selecting some cases while leaving many unaudited. 


Pillars of tax administration 
For the benefit of taxpayer and keep check on the misuse of powers by tax authorities, following are the pillars of 


tax administration: 
Faimess 
Tax authorities should try to be fair, neutral and impartial while administering the law. There should be no 
discrimination on the basis of race, sect etc. 
E are 
All Proceedings must be transparent and must be seen as 
pine transparent. 
There must be a strong syst ili rower : 
Lore rera enk & system of accountability for wrong doers which should stop corruption, nepotism and 
Equity 
Similarly sit j 
y situated taxpayers should be taxed in same way by tax authorities. Due care should be exercised to ensure 


that salaried class is not taxed m i 
aig ore tha tai p 
irrational way, n business class. Administrators should not achieve their objectives in an 


Under 4 pillars, followi ical j i 

$ pc Owing are the al issues which are faced administrating authorities: 
2 Confidentiality/Secrecy | 
3. Conflict of interest 
4, Inconsistency in application of law 
5 Lack of autonomy 
7, 
8, 


— 
. 


Political influence 
Acceptance of gifts 
Discretion 


D 
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To avoid pitfalls of abusive use of discretion, 
Open plans 

Open policy statements 

Open rules 

Open findings 

Open reasons 

Open precedents 

Fair informal procedure 


Responsibilities of tax implementing authorities 


Tax Administrators shall: 
l. Try to be impartial, fair, neutral and consistent in administration of law ignoring the race or economic 
circumstances. 


2. Provide efficient and quality service to all stakeholders in an effort to exceed their expectation. 


3, Follow the law completely and no exemptions or credit should be provided to the person who is not eligible for 
it. 


7 principles for structuring discretion are as follows: 


SWAMPS 


Take all measures to collect tax on timely basis in the interest of the Government and at lowest cost, 
Make the payment of refunds on timely basis. 


4 
MF 
6. Show the honesty and integrity to gain confidence of the government and taxpayers; 
7. Avoid participation in political activity. 

8, Educate taxpayers about their rights and obligations so that tax payers voluntarily comply with the requirements 

of law, 
. Keep the confidentiality of the information provided by the taxpayer with highest level of security. 
10. Refrain from receiving gifts from actions and non-actions. 


4. ETHICS FOR TAX PRACTITIONERS 
Following are the 5 fundamental principles of ethics for tax practitioners: 


l. Integrity 

The tax practitioner should be straightforward and honest in all professional and business relations. He must act 
honestly and with integrity. All tax laws should be followed properly. He should not misuse the money given by his 
client for payment of tax. 


2. Objectivity 
Practitioner should not allow bias, conflicts of interest or undue influence of others to override their professional or 
business judgments. 


3. Confidentiality 

The tax practitioner should keep all information confidential acquired in professional and business relationships. The 
information received from client should not be disclosed to anyone unless it is required by law. Further the 
information obtained from client should also not be used for personal benefit or for benefit of a third party. 


4. Professional Competence and due care 

Tax practitioner has a duty to maintain professional knowledge and skill at such level that client receives a 
competent service. The practitioner should have complete knowledge and skill of the service provided by him. All 
tax laws should be applied properly in accordance with the circumstances. Staff members must also be well trained. 


5. Professional Behavior 
The practitioner should follow the laws and regulations and should avoid actions which discredits the profession. He 
should follow the code of ethics developed for tax practitioner. He should behave with courtesy with people. 


B A ae 
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5, CODE OF ETHICS FOR CHARTERED ACCOUNTANTS AS APPLICABLE TO TAX SERVICES 


Tax Services . | 
Tax services include preparing tax return, making tax calculations for accounting entries, suggesting tax planning 
etc, 
nt might create a self-review or advocacy threat. l 

d network firms) from providing certain tax services to 


that prohibit firms (an 
the threats cannot be addressed by applying safeguards. 


Providing tax services to an audit clie 


Code of Ethics includes requirements 
audit clients in some circumstances because 


Tax Services to Audit clients o. ; iai aca 
Factors for evaluating level of threats created by providing tax service to an audit client include: 

° The characteristics of the engagement. 

° The tax expertise of client’s employees. 
° The system by which tax authorities assess and administer the tax and the role of the firm (or network 


firm) in that process. , NENN 
° The complexity of tax regime (and degree of judgment necessary in applying it). 


1) Tax return preparation ' 
All Audit Clients l 
Providing tax return preparation services (to audit client) does not usually create a threat. Tax return preparation 


services involve: 

e Assisting clients with tax reporting obligations by compiling information, including payment of tax. 

e Advising on tax treatment of past transactions and responding on behalf of audit client to tax authorities’ 
requests for additional information and analysis (for example, providing explanations for approach being 
taken). 

Tax return preparation services are usuall 
such information under existing tax law. Furt 


y based on historical information and principally involve presentation of 
her returns are also reviewed by tax authorities. 


2) Tax Calculations for urpose of Preparin unting Entri 


a) All Audit Clients 
Preparing calculations of current and deferred tax liabilities (or assets) for an audit client for accounting entries that 


will be later on audited by the firm creates a self-review threat. 
a addition to the factors discussed above (4 bullets), a factor relevant for evaluating threat is that calculation might 
ave a material effect on the financial statements on which the firm will express an opinion. 
.) ooa Cikan that are Not Public Interest Entities 
a ne! n to pru self-review threat when the audit client is not a public interest entity include: 
; Si pro essionals who are not audit team members to perform the tax service 
aving an appropriate reviewer who was not involved in: 
o the service review 
o the audit work or 
© service performed. 
c) Audit Clients that are Public Interest Entities 


A firm (or a network firm) 

ait 4 shall not prepa i 

audit client (public interest enti ax calculations of current and deferred tax liabiliti 

which the firm will entity) for reparing accounting entries th i ne ( jes bajat 

P ma express an opinion. at are material to the financial statements on 
; counting entri i š 

will be applied. & entries on financial statements is immaterial then above safeguards tioned in point (b) 

mentioned in point 
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Example-1 
A Pakistani audit firm is faced with the following situations: 
Situation 1 


ABC limited an audit client has requested your firm to prepare current and deferred tax working for the purpose 


of preparing accounting entries that will be reviewed by your firm at the time of Audit, ABC Ltd is not a public 
interest entity. 


Situation 2 


ABC limited an audit client has requested your firm to prepare current and deferred tax working for the purpose 


of preparing accounting entries that will be reviewed by your firm at the time of Audit. ABC Ltd is a public 
interest entity. 


Required: 


With reference to the ICAP Code of Ethics, what are the threats presented by the events described above. Also 
comment upon the safeguards to be taken to reduce the said threat (if any) 


+ 


[ICAP study Text] 
Answer 


Situation 1 


Preparing calculations of current and deferred tax liabilities (or assets) for an audit client for preparing accounting 
entries that will be subsequently audited by the firm creates a self-review threat. The significance of the threat will 
depend on: 
. The complexity of tax regime (and degree of judgment necessary in applying it) 
The tax expertise of client's employees 
° The materiality of the amounts to the financial statements. 
Safeguards 
Safeguards to be applied to eliminate/reduce threat: 
e Using professionals who are not audit team members to perform the tax service. 
e Obtaining advice from an external tax professional 
e Having an appropriate reviewer who was not involved in: 
o the service review 
othe audit work or 
o service performed. 


Situation 2 


Except in emergency situations, a firm (or a network firm) shall not prepare tax calculations of current and 


deferred tax liabilities (or assets) for an audit client (public interest entity) for preparing accounting entries that 
are material to the financial statements on which the firm will express an opinion. 


In emergency or other unusual situations when it is impractical for the audit client to make other arrangements we 

may provide tax service. This may be the case when: 

. only the firm has the resources and knowledge of the client's business to assist client in. timely 
preparation of its calculations of current and deferred tax liabilities (or assets), and 

. stopping firm from providing service will result in significant difficulties for the client (for example, 
failure to meet regulatory reporting requirements), 

Safeguards 

. Those who provide the services are not members of the audit team; 

° The services are provided for only a short period of time and are not expected to recur; and 

e The situation is discussed with those charged with governance, 


A O E a a 
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Example-2 = 
Bilal Azhar, ACA is Manager Taxation at a large tax consultancy firm and reports to Bader Ali, FCA who 
is one of the partners of the firm. = 

i i i i tion of the income tax return of Digital Systems 
Bilal Azhar is presently engaged in the preparatio Hg pend En teria tm ig Ea 


T , i the review o 4 ‘ 
Limited (DSL), an IT company. During the documents are available. He brings this matter 


charged certain expenses against which no supporting A ae i i 
to ra attention of Bader Ali who has responded him that since this is not an audit engagement, it 


is not our responsibility to highlight such matters. 


Required: ach of the fundamental principles of ICAP’s Code of 


Briefly discuss how Bader Ali may be in bre p 
Ethics. Also, state the potential threats that Bilal Azhar may face in the above circumstances and how he 


should respond. [ICAP study Text] 


Answer 


Fundamental principles breached: nn : 
In the given situation, Bader may be in breach of the following fundamental principles of Code of Ethics 


for Chartered Accountants: 


Professional behaviour 


The practitioner should follow the laws and regulations and should avoid actions which discredits the 


profession. 
Bader has breached the fundamental principle of professional behavior as his proposed suggestion in 


respect of ignoring the appropriate adjustments to the income tax return would affect the good 
reputation of the profession. 


Integrity 
The tax practitioner should be straightforward and honest in all professional and business relations. 


Bader has breached the fundamental principle of integrity as he has knowingly ignored the required 
adjustments to be made in the income tax return. is S 


Potential threat: 
imidati 
Bilal may face intimidation threat from Bader as refusal to obey instruction may risk his job. 


Safeguards: 

Identified thre: i ilal is bei 

repaid etree be n Bilal is being instructed from the highest level of management, In order 
acceptable level, one or more of the following safeguards should be applied: 


cake Fite ‘appropriate authoritie 
“Huse to implement the given pro 
Seck legal advice. proponi 


In case threat could not be reduced consider re 


$ like a senior partner in the firm. 


signing from the job 
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ICAP PAST PAPER QUESTIONS 


s 
Briefly explain the ethical responsibilities of the tax implementing authorities. (10) 
(Q.8 September 2014) 
Briefly describe any three main canons of taxation which can be helpful in formulating a good tax system. (03) 
(Q.7 September 2015) 
cs 
List any six ethical issues which may be faced by tax administration authorities while discharging their duties under 
the four pillars of tax administration. (03) 
(Q.7(c) March 2016) 
Question-4 
List any seven responsibilitics of tax administrators emanating from best ethical practices. (07) 
(Q.7 (a) September 2016) 
Question-5 s 
(a) Briefly describe the pillars/principles of tax administration which are meant to safeguard the interest of 
taxpayers and avoid abuse of powers by the tax administrators. (04) 
(b) List any six cthical issues that which administrators may face while discharging their duties. (03) 
(Q.8 (a) and (c) September 2017) 
Question-6 
a) List any seven responsibilities of tax administrators arising from best ethical practices. (07) 
b) State any six ethical issues which the administrators may face while discharging their duties, (03) 
(Q.8 March 2020) 
Question-7 
(a) Identify any four powers of the Federal Board of Revenue (FBR) with respect to collection of tax. What 
consequences may be faced by taxpayer if such powers are misused by any officer(s) of FBR? (03) 
(b) Briefly explain any two pillars of tax administration which may be helpful in safeguarding the interest of 
taxpayers and avoiding the abuse of powers by the tax administration. (02) 
(c) List any six ethical issues which may be faced by tax administration authorities while discharging their 
duties under the four pillars of tax administration. (03) 
(Q.8 Sep. 2020) 
Question-8 
List the fundamental principles of ethics for tax practitioners. Also describe any one of the principles. (03) 
(Q.8 (b) September 2021) 
Question-9 
Discuss whether the following tax services can be provided to an audit client which is not a public interest entity: 
(i) Preparation of tax returns 
(ii) Tax calculation for the purpose of preparing accounting entries (05) 
(Q.8(a) September 2022) 
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ICAP PAST PAPER SOLUTIONS 


Answer-1 
Responsibilities of tax implemen uthorities 
Tax Administrators shall: ignori i 
1. Try to be impartial, fair, neutral and consistent in administration of law ignoring the race or economic 
circumstances. ers in an effort to exceed their expectation. ai 
n who is not eligible for 


2. Provide efficient and quality service to all stakeholder: 
3. Follow the law completely and no exemptions or credit should be provided to the perso 
it. 

4. Take all measures to collect tax on timely basis in the interest of the Government and at lowest cost. 
5. Make the payment of refunds on timely basis. 
6. Show the aay and integrity to gain confidence of the government and taxpayers; 
7. Avoid participation in political activity. l 

8 psa agi i about their rights and obligations so that tax payers voluntarily compl? with the 
requirements of law. 
Keep the confidentia 


9. 
10. Refrain from receiving gi 


lity of the information provided»by the taxpayer with highest level of security. 


fts from actions and non-actions. 


Answer-2 


The three canons of taxation are discussed below: 
1. Canon of Equity 
ore should pay more to the Government as compared to a person 


This principal says that a person who earns m 
who earns less, As a result the person earning h 


who is earning less income. 
It is one of the fundamental concepts to bring social equality and equal distribution of wealth in a country. 


2, Canon of Certainty 
The tax that a person is going to pay should be certain. Everything should be made clear and simple for the taxpayer. 


It ensures that the taxpayer should have full knowledge about amount of tax payment, mode of payment and the due- 
date. It this canon does not exist, it leads to tax evasion. 
po aspect of certainty is that the Government is also certain regarding the amount it will collect from tax. 
s Vi 

The procedure for tax payment should be easy, i i i i 

f y, convenient and taxpayer-friendly. The time and manner of payment 
must be convenient for the tax payer so that he is able to pay his taxes in due ved If the time and manner “i the 
payment is not convenient, then it may lead to tax evasion and corruption. 


igh income should pay tax at higher rate as compared to a person 


Following are the ethical i ini i 
P panee cal issues which are faced by tax administrating authorities under four pillars: 

Confidentiality/Secrecy 
SeS of interest 

nconsistency in applicati 
pe aa of law 
Political influence 
Acceptance of gifts 
Discretion 


Answer-4 


Same as Answer-| 


SA4INA Rw 
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Answer-5 


oo 


(a) Pillars of tax administration 


For the benefit of taxpayer and keep check : ae ; 
pillars of tax administration: P on the misuse of powers by tax authorities, following are the 


Faimess 


Tax authorities should try to be fair, neutral and imparti i inisteri ld b 
discrimination on the basis of race, sect ete partial while administering the law. There should be no 


Transparency 
All Proceedings must be trans 
Accountability 


There must be a strong system of accountability for wrong doers which should st ia sian 
and maladministration. ty g ich should stop corruption, nepo 


Equity 


parent and must be scen as transparent, 


Similarly situated taxpayers should be taxed in same way by tax authorities. Due care should be exercised 


to ensure that salaried class is not taxed more than business class. Administrators should not achieve their 
objectives in an irrational way. 


(b) Same as Answer-3 


Answer-6 
a) Same as Answer-4 
b) Same as Answer-3 


er-7 
a. During administration, FBR itself or through its staff exercises the following powers: 
. Power to collect revenue 
° Power to change the method of accounting 
. Power to make assessment of tax and 
e Power to attach bank accounts 
. Power to seize property 
The authorities can misuse the above mentioned powers which can result in following against taxpayer: 
. Loss of property and income 
. Imprisonment 
b. For the benefit of taxpayer and keep check on the misuse of powers by tax authorities, following are the 
pillars of tax administration: 
Fairness 


Tax authorities should try to be fair, neutral and impartial while administering the law. There should be no 
discrimination on the basis of race, sect etc. 


ns 
All Proceedings must be transparent and must be seen as transparent. 
c. Same as Answer-3. 


er- 

1. Integrity 

2. Objectivity 

3. Confidentiality 

4. Professional Competence and due care 
5. Professional Behavior 


The tax practitioner should be straightforward and honest in all professional and business relations, He must act 
honestly and with integrity. All tax laws should be followed properly. He should not misuse the money given by his 
client for payment of tax. 


E aa, a 
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Answer-9 


a) 


1) Tax return prepar ion these can be provided, 
1) Tax return p parat , a threat so 
Providing tax retum preparation services (to audit client) does not usually create 


2) Tax Calculations for_the Purpose of Preparing Accounting Entries 


it cli ing entries tha 
Preparing calculations of current and deferred tax posse (or assets) for an audit client for accounting t 
will be later on audited by the firm creates a self-review threat. ee ee . 
Factors for evaluating levél of threats created by providing tax service to an audit client include: 
° The characteristics of the engagement. 
‘he tax expertise of client's employees. 
° The mica bp which tax authorities assess and administer the tax and the role of the firm (or network 
firm) in that process. i — 
The complexity of tax regime (and degree of judgment necessary in applying it). 
calculation might have a material effect on the financial statements on which the firm will express an 
Opinion, 
Safeguards to address self-review threat when the audit client is not a public interest entity include: 
e Using professionals who are not audit team members to perform the tax service. 


e Having an appropriate reviewer who was not involved in: 
o the service review 


o the audit work or 
© service performed. 
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Providing 
tax services 


Code of 
Ethics 
Includes 
requirements 


Tax 
Services to 
Audit 
clients 


Tax 
return 
preparati 
on 


Tax Calculations 
for the Purpose 
of Preparing 
Accounting 
Entries — 


ao J A 


preparing tax return 


making tax calculations for accounting entries 


suggesting tax planning 


. 
} L aseltroviow thront | 


_f toan audit | might 
Ment | croate | ~ or advocacy throat | 
beacause the 
that cha threats een be 
prov addrossed by 
prohibit cortain tax circumstances 


firms 


services 


Factors for 
evaluating 
Jovel of throats 
croated by 
providing tax 
sorvice to an 
audit client 
Includo 


Tax return 
preparation 
sorvices are 


Prep 


Audit Clients 
that are Not 

Public Interost 
Entitlos 


Audit Clients 


Entitles 


The complexity of tax rogime (and de 
applying It} 


Providing tax roturn preparation se 
usually create a throat. 


usually based on 


of currant and doferred 
tax Nabilitles (or 


In addition 
to the 
factors 
discussed 
above (4 
bullets) 


applying 
safeguards 


Tho charactoristics of the engagome nt 


The system by which tax aulherities assoss and admin! 
tho role of the firm 


istor the tax and 


(or notwork firm) in that process 
gree of judgmont necossary In 


rvices (to audit cliont) doos not 


by compiling 
Assisting ellonts with tax information, 
roporting obligations Including payment 


of tax 


Advising on tox treatment of past transactions 


and responding on behalf of audit cliont to tax authorities’ 


requests for additional Information and analysis (for 
oxampo, providing oxplanations for approach 
belng takon) 


Further 
rotums aro 


and principally 
Involve 


historical 
prosontation of also 
— atio such Information roviewed 
undor existing by tax 
tax law. authoritlos, 
mring calculations for an audit client 


for accounting 
ontries that will be 
lator on audited by 


ts) the firm 


a factor calculation 
relevant might have a 
for material 
evaluating effect on the 
threat is financial 


that statements 


Using professionals who aro not audit 
toam members to perform the tax 
servico. 


Safeguards to 
addross solf- 
roviow throat when 
the audit cliont Is 
not a public 
Interest ontity 
Include: 


Heving an 
appropriate 
reviewer who 
wes not 
invotved In: 


material 
lo the 
financial 


foran 
sudit cilent 
(public 
interest 
entity) for 
preparing 
accounting 
ontrios 
that are 


Afirm (ora 
network firm) 
shall not propare 
tax calculations of 
current and 
deterred tax 
llabititios for 
assols) 


If impact of accounting 
entries on Mnanclal 


mentioned In 
point (b} will 
be applied 


statemonts Is 
immetarlal. 
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BASIC CONCEPTS OF INCOME TAX 


$0 GOR Cn A ee T 


Tax year [Sec. 74] 

Resident and non-resident persons [Sec. 81] 
Resident individual [Sec. 82] 

Income Tax Rules 2002-Rule 14 

Resident company [Scc. 83] 

Resident association of persons [Sec. 84] 
Person [2(42), Sec. 80] 

Company” [2(12) and Sec. 80] 

Trust [80(2)(d)] 


. Unit trust [2(14)] and [80(2)(e)] 

. Rate of Tax for Companies 

. Association of Persons [2(6) & Sec. 80] 

. Firm [Sec. 80(2)(c)] 

. Member Sec 2(32) 

. Tax on taxable income [Sec. 4] 

. Taxable income [Sec. 9] 

. Total Income [Sec. 10] 

. Heads of income [Sec. 11] 

. Zakat [Sec.60] 

. Workers’ Welfare Fund [Sec.60A] 

. Workers’ Participation Fund [Sec.60B] 

. Principle of taxation of individuals [Sec. 86] 

. Deceased individuals [Sec. 87] 

. Authors [Sec. 89] 

. Income of minor child [Sec 91] 

. Income of joint owners [Sec 66] 

. Apportionment of deductions [Sec 67] 

. Fair market value [Sec 68] 

. Receipt of income [Sec 69] 

. Recouped expenditure [Sec 70] 

. Currency conversion [Sec 71] 

. Cessation of source of income [Sec 72] 
. Rules te prevent double derivation and double deductions [Sec 73] 
. Tax :n dividends [Sec. 5 

i vai pm saku to taxes imposed under sections 5 and 7B [Sec. 8] 
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Chapter 4. basic Concepts of Income Tax 


CHAPTER 4 
BASIC CONCEPTS OF INCOME TAX 
Tax year [Sec. 74] 
(i) N 


The tax year shall be a period of 12 months 


+ endin J : ‘ 
ear’) and shall be denoted by the calendar year in which 308 Tome — aae ciimmicmaales 
Calendar year is a year which ends on December 31 
(2) Special tax year - 


Where a person is allowed, to use a 12 months’ period di 

’ t period different from normal tax year, such period shall be 
that person’s tax year (hereinafter referred to as ‘special tax year’) and shall, be denoted by the calendar 
ing date of the special tax year falls 


year 


Accounting year 


April 1, 2009 — March 31, 2010 | Special | TY 2010 
July 1, 2010 — June 30, 2011 Normal | TY 2011 


GEF Firm January 1, 2010 — December 31, 2010 TY2011 


October 1, 2009 — September 30, 2010 |Special | TY 2011 
e Board,- 


(i) in the case of a class of persons having a special tax year may permit, through official Gazette, to 
use a normal tax year; and 


(ii) in the case of a class of persons having a normal tax year may permit, through official Gazette, to 
use a special tax year. 

Ist January to 31st December 

(3) ÀA person may apply, in writing, to the Commissioner to allow him to use a 12 months’ period, other than 
normal tax year, as special tax year and the Commissioner may allow him. The order will be passed by the 
Commissioner if the condition mentioned below (in sub-section (5)) is fulfilled. 

(4) A person using a special tax year, may apply in writing, to the Commissioner to allow him to use normal 
tax year and the Commissioner may allow him. The order will be passed by the Commissioner if the 
condition mentioned below (in sub-section (5)) is fulfilled. 

(5) The Commissioner shall grant the permission to change the tax year: 

e from normal to special or 

èe special to normal 

only if the person has shown a compelling need, The Commissioner may impose conditions while giving 
ermission. 

(6) re order by Commissioner of change in tax year shall be passed after providing to the applicant an 
opportunity of being heard. If the application is rejected the Commissioner shall mention in order the 
reasons for rejection. , , ; 

(7) The Commissioner may by order, after providing an opportunity of being heard, withdraw the permission 

garding change in tax year. 

(8) peer i of kuira in tax vor [under sub-section (3) or (4)] shall take effect from Ist day of the 

( special tax year or the normal tax year. á 

9) iti 


(2A) 


Transitional tax year , 
Where the tax year of person changes, the period between: 
e the end of the last tax year prior to change and 
e the date on which the changed tax year commences 
shall be treated as a separate tax year, to be known as the “transitional tax year”, 
(11) A person dissatisfied with any order of Commissioner (under sub-section (3), (4) or (7)) may file a review 
application to the Board. The decision by the Board shall be final, 


NN Sl 
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Example 


Mr. A is using normal tax year. He has obtained permission from the Commissioner to use a special tax 


ormal tax year has just ended on June 30" 
and special tax year. 


2010. You are required to show his n 


[Year | Normal tax year_| 
Starting from __ | 1” July 2009 Juy 2010 M 
| Endingon___ | 30" June 2010 31" November 2010 31" November 2011 


Tax Year TY 2010 lated to | Normal tax year related to 


31st November 2011 is 20 
12. So Special tax year is 
2012 
Resident and non-resident persons [Sec. 81] , , 
(1) A person shall be a resident person for a tax year if the person Is — 
(a) a resident individual, resident company or resident association of persons for the year; or 
(b) the Federal Government. 
A person shall be a non-resident person for a tax year if th 
EXPLANATION: 
Q. Why establishing the residential status of persons is important? 
Ans. This is important in order to determine the scope of taxable income for : 
> Resident persons Both Pakistan source income and foreign source income are taxable 


> Non-resident persons Only Pakistan source income is taxable 


Normal tax year re 
31st November 2010 is 2011. 
So transitional tax year is 
2011° 


person for that year, 


e person is not a resident 


(2) 


Resident individual [Sec. 82] 


An individual shall be a resident individual for a tax year if the individual — 
183 days or more in the tax 


(a) is present in Pakistan for a period of, or periods amounting in aggregate to, 
year; or 

(c) is an employee or official of the Federal Government or a Provincial Government posted abroad in the tax 
year, á - 

(d) isa citizen of Pakistan and 


o iş not present in any other country for more than 182 days during the tax year or 

o whois nota résident taxpayer of any other country. 
Example 
Mr. Kamran is citizen of Pakistan. He stayed in China for 100 days and stayed in Germany for 100 days. 
His stay in Pakistan is for 165 days. 
Solution 
He is resident individual because he is citizen of Pakistan and is not ti igr 
monen iik dna ' present in one foreign country for 
Example 
Mr. Tai D in ; À : } ‘ 
aes is citizen of Pakistan. He stayed in China for 183 days. He stayed in Pakistan for 182 days. 
He is non-residdnt individual. i iti : : . 
poaa (0 m ual. Though he is a citizen of Pakistan but he is present in one foreign country 


` 


Income Tax Rules 2002-Rule 14 


a) A part ofa day that an individual is present in Pakistan (i i ival i arture 
from, Pakistan) counts as a whole day of such uae iiias ls: 


b) The following days in which an individual i : 
ra i idual is wholly or partly present in Pakistan count as a whole day of such 


e a public holiday; 
» a day of leave, including sick leave; 


e a day that the individual’s activity į i is i 
ik olnu y in Pakistan is interrupted because of a strike, lock-out or delay in receipt 


; an 


SS 
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c) a day, or part of a day where an indi 


vidual is in Paki — E EEIE ten 
different places outside Pakistan does akistan solely by reason of being in transit be 


not count as a day present in Pakistan. 
Resident company [Sec. 83] 

A company shall be a resident company for a tax year if — 

(a) it is incorporated or formed by or under any law in force in Pakistan; 


(b) the contro] and management of the affairs of the company is situated wholly in Pakistan at any time in the year; 
or 


(c) itis a Provincial Government or Local Government in Pakistan, 


Resident association of persons [Sec, 84) 


An association of persons shall be a resident associat 


: a eee | ion of persons for a tax year if the control and management of 
the affairs of the association is situated wholly or partly in Pakistan at any time in the year. 


Person [2(42), Sec. 80] 

The following shall be treated as persons under Income Tax Ordinance, 2001, namely: 

(a) An individual; 

(b) A Company or an association of persons incorporated, formed or established in Pakistan or elsewhere; 


(c) The Federal Government, a foreign government, a political sub division of a foreign government, or public 
international organization, 


“Company” [2(12) and Sec. 80] 


“Company” means the following: 

(a) a company as defined in the Companies Act, 2017; 

(b) a body corporate formed by or under any law in force in Pakistan; 

(c) A Modaraba; 

(d) a body incorporated under the law of a country outside Pakistan relating to incorporation of companies; 
(e) a co-operative society, a finance society or any other society; 

(f) anon-profit organization; 

(g) atrus entity or a body of establi by or un law e time being in force; 


(h) a foreign association, whether incorporated or not, which the Board has declared to be a company for the 
purposes of ITO 2001; 


(i) a Provincial Government; 
(i) aLocal Government in Pakistan; or 
(k) a Smal] Company; 


Tax rate for companies is 29%. 


Trust [80(2)(d)} ; 
Trust means an obligation attached to the ownership of property and arising out of the confidence given to and 
accepted by the owner, for the benefit of another, or of another and the owner, and includes a unit trust, 


Unit trust [2(14)] and [80(2)(e)] 


Unit trust means any trust under which beneficial interests are divided into units so that the rights of the 
beneficiaries to income/capital are determined by the number of units held. 


Association of Persons [2(6) & Sec. 80] 


“Association of persons” includes the following 
(a) A firm 


(b) A Hindu Undivided Family j 
(c) Any Artificial Juridical Person - r z ngi 
(d) Any body of persons formed under a foreign law. However a company is not included in association of person. 


Fir g 


Firm memi the relation between persons who have agreed to share the profits of a business carried on by all or any 
of them acting for all. 


33] 
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“Member” Sec 2(32) 


in relation to an association of persons, includes a partner in a firm; 


Tax on taxable income [Sec. 4] 
(1) Income tax shall be 
(a) imposed for each tax year, 
(b) charged at the rates specified in Ist Schedule, 
(c) charged on every person who has taxable income for the year. 
(2) The income tax for a tax year shal] be computed ; d 
(a) by applying the rate of tax to the taxpayer’s taxable income for the year, an 
tax credits shall be subtracted from above figure. 
Income from salary 
Income from business 
Income from property 
Income from capital gains 
Income from other sources 
Total Income 
Less: Zakat and other deductible allowances 
Taxable income 
Tax liability (Taxable income as calculated above x Rate of tax) 
Less: Tax credits 
Income tax payable to Government 
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(1) 


Where taxable income exceeds 


Rs. 3,000,000 
` Where taxable income exceeds Rs, 465,000 + 30% of the amount 
Rs. 3,000,000 but does not exceed exceeding Rs. 3,000,000 
Rs. 4,000,000 
Where taxable income exceeds Rs. 765,000 + 35% of the amount 
R 4 UUU.U0U 


THE FIRST SCHEDULE 


Division I 


Rates of Tax for Individuals and 
Association of Persons 


the rates of tax imposed on income of every individual and association of 
persons except a salaried individual shall be as set out in the following Table, namely:— 


Subject to clause (2), 


TABLE 


Where taxable income does not exceed | 0% 
Rs. 600,000 


7.5% of the amount exceeding Rs. 600,000 
Rs. 15,000 + 15% of the amount exceeding 
Rs. 800,000 


Rs. 600,000 but does not exceed 


Where taxable income exceeds 
Rs. 800,000 but does not exceed 
Rs 


Where taxable income exceeds 


[ , Rs. 75,000 + 20% of the amount exceeding 
Rs. 1,200,000 but does not exceed Rs, 1,200,000 

Rs. 2,400,000 

w Where taxable income exceeds 


Rs. 315,000 + 25% of the amount 
Rs. 2,400,000 but does not exceed 


exceeding Rs. 2,400,000 


eding Rs. 4.000.000 
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Income Tax 


i indivi “salary” exceeds seventy-five 
the income of an individual chargeable under the head “‘sa 
(2) koy of his taxable income, the rates of tax to be applied shall be as set out in the following Table, 


namely:— 


Rs. 1,200,000 
Rs. 2,400,000 
Rs. 3,600,000 


Rs. 6,000,000 


Rs. 6,000,000 


Salaried Person 


An individual whose income fro 
a salaried person, 


Where taxable income does not exceed 
Rs. 600,000 
2. 


Where taxable income exceeds 
Rs. 600,000 but does not exceed 


Where taxable income exceeds 
Rs. 1,200,000 but does not exceed 


Where taxable income exceeds 
Rs. 2,400,000 but does not exceed 


Where taxable income exceeds 
Rs. 3,600,000 but does not exceed 


Where taxable income exceeds 


2.5% of the amount exceeding 
Rs. 600,000 


Rs. 15,000 + 12.5% of the 
amount exceeding Rs. 1,200,000 


Rs. 165,000 + 22.5% of the 
amount exceeding Rs. 2,400,000 


Rs. 435,000 + 27.5% of the 
amount exceeding Rs. 3,600,000 


Rs. 1,095,000 + 35% of the 
amount exceeding Rs. 6,000,000 


m salary exceeds 75% of taxable income in a tax year will be considered as 
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Taxable income [Sec. 9] 

The taxable income of a person for a tax 
reduced (but not below zero) b 
Question 
Mr. Umer has disclosed the following data for TY 2019: BS, 
Salary Income 250,000 
Business Income 150,000 
Zakat paid under Zakat and Ushr Ordinance 470,000 
Calculate his taxable income? 

Answer 

Salary Income 250,000 
Business Income 
Total income 
Less: Zakat 
Taxable Income 


Nothing will be carried forward. Refer [S.60 (3) 


year shall be the total income (under clause (a) of section 10) for the year 
the total of any “deductible allowances” of the person for the 


Total Income [Sec, 10] 

The total income is sum of - 

(a) Person's income under all heads of income for the year; and 

(b) Person's income exempt from tax under any of the provisions of this Ordinance. 


Heads of income [Scc. 11] 
(1) For imposing tax and calculating total income, all income shal! be classified under the following heads: 
a) Salary; 
b) Income from property 
c) Income from Business; 
d) Capital Gains; and 
e) Income from Other Sources. 
(2) The income under a head of income for a tax year shall be the total chargeable amounts derived by the pérson 
under the head as reduced by the total deductions. 


(3) Where total deduction allowed to a person for a tax year under a head of income exceed the total amounts 
chargeable to tax, the person shall be treated as sustaining a loss for that head. 
(4) A loss for a head of income for a tax year shall be dealt with in accordance with Chapter 14, r 


(5) The income of a resident person under a head of income shall be computed by adding: 
+ Pakistan-source income and 
e Foreign-source income. 
(6) The income of a non-resident person under a head of income shall be computed by considering only amounts 


that are Pakistan-source income, 
Pakistan Source income Foreign source income 


Residential status/Income | Foreign source income | 
[Resident OO Te O Tabe 
[Non-resident OO OO Tae ë OO Norbe 


DEDUCTIBLE ALLOWANCES 
Zakat [Sec.60] 
(1) A person shall be entitled to a deductible allowance for Zakat paid by the person in a tax year under the 
Zakat and Ushr Ordinance, 1980. 
(3) Anallowance for a tax year that is not fully deducted shall not be: 
+ refunded; 


+ carried forward to a subsequent tax year; or 
ing tax year. 


Zakat paid to relatives will not be deducted because it is not considered as Zakat as per Zakat and Ushr 
Ordinance, 1980. 


If question is silent about Zakat, assume that Zakat is being paid under Zakat and Ushr Ordinance, 1980, 
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Workers’ Welfare Fund [Sec.60A] 


A person shall be entitled to a deductible allowance for the amount of any Workers’ Welfare Fund paid by the 
person under Workers’ Welfare Fund Ordinance or under any law relating to Workers’ Welfare Fund enacted by 
provinces (after the 18th constitutional amendment Act, 2010): 


No deductible allowance will be allowed for amount of WWF paid to Provinces by a trans-provincial establishment. 


Workers’ Participation Fund [Sec.60B] 

A person shall be entitled to a deductible allowance for the amount of any Workers’ Participation Fund paid by the 
person under Companies Profit (Workers’ Participation) Act” or under any law relating to the Workers’ Profit 
Participation Fund enacted by Provinces (after the 18th Constitutional amendment Act, 2010) 


No deductible allowance will be allowed for amount of WPPF paid to Provinces by a trans-provincial establishment. 


Calculate the tax liability in the questions given below assuming that all question relates to individual. 


Question-1 

Income from Business 400,000 
Income from Salary 800,000 
Income from other sources 500,000 
Answer 

Income from Business 400,000 
Income from Salary 800,000 
Income from other sources 500,000 
Taxable Income 1,700,000 


Tax Liability {75,000 + (20% x 500,000)} 
Question-2 


(Table 1) 175,000 


Income from Business 200,000 
Income from Salary 800,000 
Zakat 10,000 
Answer 

Income from Business 200,000 
Income from Salary 800,000 
Total Income 1,000,000 
Less: Zakat 10,000 

Taxable Income 990,000 
Tax Liability {2.5% x 390,000} (Table 2) : 9,750 


Question-3 

Income from Property 300,000 
Income from Salary 200,000 
Income from other sources 100,000 
Zakat 


20,000 


Income from Property 


Income from Salary ee 
Income from other sources ` 100.000 
Total Income ' ' SERERE o i 
Less; Zakat 600,000 
Taxable Income (20,000) 
Tax Liability (Table 1) 5 580,000 


Income from Capital Gain 
Income from Business 1,450,000 


Zakat 200,000 


aR = - 
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nswer 
Income from Capital Gain 
Income from Business 
Total Income 

Less: Zakat 

Taxabl ‘ncome 


Question-5 


Income from Business 
Income from Salary 
Zakat 


Answer 
Income from Business 


Income from Salary 
Total Income 

Less: Zakat 
Taxable Income 


Tax Liability (7.5% x 180,000) (Table 1) 


Question-6 

Income from Other Sources 
Income from Salary 

Zakat 

Answer 

Income from Other Sources 
Income from Salary 

Total Income 

Less: Zakat 

Taxable Income 


Tax Liability (2.5% x 150,000) (Table 2) 


Question-7 

Income from Salary 
Income from Business 
Income from Capital Gain 
Answer 

Income from Salary 
Income from Business 
Income from Capital Gain 
Taxable Income 


Question-8 


Income from business 
Income from Salary 
Zakat 

n 
Income from business 
Income from Salary 
Total Income 
Less: Zakat 
Taxable income 
Tax Liabili 


Tax liab ‘icy {75,000 + (20% x 300,000)} (Table 1) 


Tax Liability {1,095,000 + (35% x 600,000)} (Table 2) 


1,450,000 
200,000 
1,650,000 
150,000 
1,500,000 
135,000 


300,000 
500,000 
20,000 


300,000 
500,000 
800,000 
20,000 
780,000 

13,500 


200,000 
600,000 
50,000 


200,000 
600,000 
800,000 
50,000 
750,000 
3,750 


5,000,000 
1,000,000 
600,000 


5,000,000 

1,000,000 
600,000 

6,600,000 


1,305,000 


600,000 
900,000 
80,000 


600,000 

900,000 
1,500,000 

80,000 
1,420,000 
119,000 
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se AAA 


Question-9 
Income from Business ae 
Income from Salary 3,000,000 
Income from Other Sources 600,000 
Zakat 150,000 


Answer 


Income from Business š np 
Income from Salary pony 
Income from Other Sources B 000" 
Total Income i 50 000 
Less: Zakat 3 750 000 
Taxable Income »/ 30, 


Tax Liability {435,000 + (27.5% x 150,000)} (Table 2) 476,250 


INDIVIDUALS 


Principle of taxation of individuals [Sec. 86] 
The taxable income of each individual shall be determined separately. 


Deceased individuals [Sec. 87] 
(1) The legal representative of a deceased individual shall be liable for — 
(a) any tax that the individual would have become liable if he had not died; and 
(b) any tax payable in respect of the income of the deceased’s estate. 
(2) The liability of a legal representative shall be limited to the extent of deceased’ 
Example 
Mr. Umer is appointed as a representative of his father who has passed away 2 months back. The value of 
assets left by father at time of his death amounted to Rs. 2 million however as per Commissioner income tax 
the tax payable by him was Rs. 3 million, How much amount Mr. Umer is required to pay? 
Answer 


The liability of Mr. Umer shall be limited to the extent of deceased’s estate. Therefore he is only liable to pay 
Rs. 2 million. 


s estate. 


(2A) The liability shall be the first charge on the deceased‘ 
Example 

Mr. Umair is appointed as a representative of his deceased uncle. The value of assets left by his uncle at time 
of his death amounted to Rs. 5 million. As per Commissioner income tax the tax payable by him was Rs. 4 


— Further a bank loan of Rs, 2 million is also payable. How Mr. Umair should discharge the liabilities? 


s estate, 


Firstly, he will make the payment of Rs. 4 million to Commissioner income tax as tax liability is the first 
charge on the deceased‘s estate. Remaining | million will be paid to the bank. 
(3) For the purpose of this Ordinance, = 

(a) any proceeding taken against the deceased before his death shall be assumed as having been taken | 


against the legal representative. The proceeding will be conti i i 
; ntinued 
the stage at which they were at the time of paa and a aaa 


(b) any proceeding which could h i 
mAN Arogan ave been taken against the deceased may be taken against the legal 


(4) In this section, “legal representative” means a person: 
e who in law represents the estate of a deceased person 
e who intermeddles with the estate of the deceased and 


on whom th 
e estate devolves on the death of representative, if the representative is being sued in a case 
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Authors [Sec. 89] 


Example 


Mr. Asif received a lump sum amount of Rs. 6 million as the author of a literary work in TY 2014. Asif took 5 years 
to complete this literary work. How this amount will be taxed in his hands? 
Answer 


He can 0 


t Rs. 2 million each to be taxed in TY 2012, 2013 and 2014. 


Income of minor child [Sec 91] 


Income from business of minor child is taxable in hands of parent who has highest taxable income. 
Above provision will not apply if business is acquired through inheritance. 

“Minor child” is an individual under age of 18 at end of tax year. 
Question 

Mr. Taimoor who is 13 years old has earned Income from business of Rs. 10 million. 
Required: 

Calculate taxable income of Mr. Taimoor assuming: 

(a) Business is acquired in inheritance 

(b) Business is not acquired in inheritance 

Answer 


(a) 


Taimoor’s income is Rs. 10 million. 
Rs.10 million will be added to the income of the 


parent, father or mother, with the highest taxable income. 


COMMON RULES 
Income of joint owners [Sec 66] 
Refer chapter of income from property 


Apportionment of deductions |Sec 67] 
(1) Where expenditure, deduction and allowances relates to — 
(a) the derivation of more than one head of income; or 
(ab) derivation of income comprising of: 
e taxable income and 
e income falling under final tax regime or; 
(b) 
e the derivation of income chargeable to tax under a head of income and 
e for some other purpose, 
the expenditure, deduction and allowances shall be apportioned on any reasonable basis considering the 
relative nature and size of the activities. 
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‘Question-1 
Mr. Riaz Ch. a resident person has disclosed following : 
Pakistan shop Canada shop 

Sales 300,000 700,000 
Salaries 10,000 7,000 
Advertisement expenditure incurred on a TV channel seen on both places is Rs. 5,000. 

Required: 

Calculate his total income. 


Answer 
Pakistan ce income 
ae 300,000 
Less: Salaries paid (10,000) 
Advertisement 5,000x 300,000 (1,500) 288,500 
300,000 + 700,000 


ign source incom 
Sales 700,000 
Less: Salaries paid (7,000) 
Advertisement 5,000x 700,000 (3,500) 689,500 
300,000 + 700,000 


978,000 


Total Income 
Question-2 


Assume all the data is same as in Question No. 1, except that Mr. Riaz Ch. is non-resident. 
Required: 
Calculate his taxable income. 


Answer 
Taxable income of Mr. Riaz Ch. is Rs. 288,500 because he is non-resident. No foreign source income is to be added 


in his taxable income. 


Apportionment of Expenditure [Rule 13] 


(2) Any expenditure that is incurred for a particular class or classes of income shall be allocated to that class. 


(3) Any i deductions and allowances which relates to business including presumptive 


(final) and exempt income, shall be allocated to each class of income according to the following formula: 
Amountofexpensex Gross receipt for a class of income 
Gross receipt for all class of income 
“Gross receipts” are receipts without deduction of expenditures. 


“common expenditure deductions and allowances means” any expenditure that is not clearly allocable to any 


particular class of income, 
Where a person is earning net commission or brokerage than his gross profit will be taken as turnover. 
(8) In this rule. - 

“class of income” means Pakistan and foreign source as follows- 

(a) income chargeable under the head “Salary”; 


ote (b) income chargeable under the head “Income from Business”; 
(c) income from a speculation business chargeable under the head “Income from business”; 
(d) income chargeable under the head “Capital Gains”; 
: (e) income chargeable under the head “Income from Other Sources” 
(f) income chargeable under the head “Property” 
(g) income exempt from tax; 
(h) incomes chargeable as separate block; and 
(i) incomes falling under final tax regime 


While allocating expenses the nature and source of each class must be considered. 

The basis for allocation of expenditure, deductions and allowances should be certified by a Chartered Accountant or 
a Cost and Management Accountant. This certificate shall be accepted by Commissioner unless there is significant 
variations (10% +/- beyond the limits) from allocation. 


a a ŘŮŮŮ/ 
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Fair market value [Sec 68] 

(1) The FMV of any property or rent, asset, service, benefit or perquisite at a particular time shall be the price 
which will ordinarily be fetched on sale or supply in the ope: ee at that ee 

Mr, Amir purchased a computer for Rs. 70,000 and sold it to Mr. Anjum when the WDV in the Amir's books 


was Rs. 40,000. Its fair value in open market at time of sale was Rs. 42,000. 
Conclusion 


Fair value in this case is Rs. 42,000. 
The FMV shall be determined ignoring: 
e any restriction on transfer or 
e the fact that it is not convertible to cash. 


(3) Where the price is not ordinarily ascertainable, the Board may, by notification in the official gazette 
determine the fair market value of the immoveable property, 

(4) Where the fair market value of any immoveable property of an area has not been determined by the Board as 
above, the fair market value of such immoveable property shall be deemed to be the value fixed by the district 
officer (revenue) or provincial or any other authority authorized in this behalf for the purposes of stamp duty. 


Receipt of income [Sec 69] 
Discussed in Income form Salary Chapter 


Recouped expenditure [Sec 70] 


In case of subsequent recoupment of any expenditure or loss, in cash or kind, the recouped amount shall be included 
in the income chargeable under relevant head for the tax year in which it is received. 
Example: 
Crescent college got repaired its AC for Rs. 7,000 in TY 2010. The service provider realised in TY 2011 that he has 
charged Rs. 2,000 excess to Crescent college. So he returned the amount immediately. 

Required: Treatment of amount recovered by Crescent college in TY 2011. 

Answer 

The recouped amount shall be included in the income at Rs. 2,000 in TY 2011 by Crescent college chargeable 
under the head income from business. 

Example 
Sparkle company recorded interest payable to bank of Rs. 12,000 and Rs. 15,000 in TY 2017 and TY 2018 
respectively, However interest was not paid due to financial crisis. Bank waived interest of Rs, 25,000 in TY 2019. 
Conclusion 


Rs. 25,000 is recouped expenditure and is chargeable as income in the tax year in which it is received i.e. TY 2019. 


Currency conversion [Sec 71] l 
(1) Every amount taken into account under this Ordinance shall be in Rupees. : 


(2) Where an amount is in a currency other than rupees, conversion shall be at the State Bank of Pakistan rate 
prevailing at the date at which the amount is taken into account. 


Mr. Qasim purchased an imported car for US$ 35,000 on March 31, 2009. The exchange rates on relevant 
dates are as follows: 
March 31, 2009 June 30, 2009 


ee ee 
1 US $ = Rs. 102 


: 


State bank of Pakistan rate 1 US $= Rs. 102.1 | 1US$=Rs. 1032 
What is the cost of car? i 


uti 
Cost = USS 35,000 x Rs. 102.1 = Rs. 3,573,500 


Cessation of source of income [Sec 72] 

Ifa taxable source of income ceases to exist either: 

* before the commencement of the year or 

* during the tax year, 

then any subsequent benefit derived from it shall be taxable in normal way assuming that the source has not ceased 
at the time income was derived. 


__ i 
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Rules to prevent double derivation and double deductions [Sec 73] 
If any income is taxed on receivable basis it shall not become taxable again on receipt basis and vice versa, 
Likewise, if any expenditure is deductible on payable basis the same shall not be deducted when it is paid and vice 


versa, 


Tax on dividends [Sec. 5] = 
(1) A tax shall be imposed, at prescribed rate, on every person who receives a dividend from a company. 


(2) The tax shall be computed by applying the rate of tax to the gross amount of the dividend. 
(3) This section shall not apply to a dividend that is exempt from tax. 
Every company paying a dividend shall deduct tax on gross amount of dividend. 


ividend 


Shares 


You can sell the shares You can hold earn dividend i 
Income from capital gain - Final tax regime 
Normal tax regime 
Question-1 
Babar is engaged in the business of selling auto parts. Following is the detail shared b him: 
1,200,000 
300,000 
Required: 
Compute total income, taxable income and net tax payable by or refundable to Babar. 
nswer-| 
Babar 
Income and tax thereon 
: Rs. 
Income from business 
‘ 1,200,000 
Income from Other Source- FTR income (Dividend income) 300,000 
Total Income l 500.000 
Less: Income from Other Source- FTR income (Dividend income) (300,000) 
Less: Zakat pinned 
Taxable i : 
axable income E l 50,000 
Tax payable {15,000 + (15% x 350,000)} (Table 1 
Add: Tax on dividend (300,000 x 15%) nae 67,500 
45,000 
Less: Tax deducted on dividend 112,500 
Tax payable to Government ——L{45,000) 
___ 67,500 
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General provisions relating to taxes imposed under secti 
Rules applicable to income chargeable under final tax ee 


n : ime 
The tax imposed under section 5 and 7B shall be a final 


Bic tax and 
(a) This income shall not be chargeable under any head of income; 
(b) no deduction shall be allowable for any expense incurred; 
(c) the income shall not be reduced by — : 

(i) any deductible allowance ( Zakat etc.); or 


(ii) the set off of any loss; 
(d) the tax deducted shall not be reduced by any tax credit; and 
(e) the liability of a person (under sections 5 and 7B) shall be discharged if tax has been deducted. 
The tax deducted on dividend is commoni known as non-adjustable tax. 


What are different tax regimes? 
1) Normal Tax Regime [S. 4 (1) and (2)] 


Under this regime income is taxed on net basis (i.e. Gross amounts chargeable to tax less deductions). 
2) Final Tax Regime/Presumptive Tax Regime [S. 4 (4) and (5)] 


Under this regime tax will be deducted at the time of transaction by applying rate on gross receipt normally. 
Following are the examples of income chargeable under this regime; 
a) Dividend Income [Sec. 5] 
b) Profit on debt in certain cases [Sec. 7B] 
c) Received bonus shares 
3) Minimum tax regime 
Some examples are as follows: 
1, Minimum tax on turnover [S. 113 covered in business chapter] 
4) Separate block 
Following are the incomes which are charged at separate rates: 
a) Gain on disposal of immoveable property 
b) Gain on disposal of securities 


pimes 
Separate block Final/Presumptive tax regime 
et income basis Gross income basis 
- Income from salary - Gain on securities - Dividend income [S. 5] 


- Income from capital gain 
- Income from business 

- Income from property 

- Income from other source 
Total income 

Less; Zakat 

Taxable income 


Table | and 2 are used to calculate tax 


- Gain on disposal of immovable 
property 


- Interest income in certain cases 
[S. 7B] 
- Received bonus shares 


Different slab rates are available Different rates are there in law 
as compared to Table 1 and 2 


—— 
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ICAP PAST PAPER QUESTIONS 


Question-1 
What is total income? Does it differ in case of resident and non-resident? (6 
(Q.1 (a) Mayi997) 
Question-2 | i 
Describe the common rules for treating the following under the Income Tax Ordinance, 2001? 
(a) Receipt of income. | (4) 
(b) Currency conversion. (4) 
j (Q.2 September 2004) 
uestion-3 ; ‘ : 
Discuss under what circumstances an expenditure incurred by a person are required to be apportioned for the 
purpose of claiming a deduction under the Income Tax Ordinance, 2001? (4) 
(Q.7 March 2005) 
Question-4 
Discuss the common rules with regard to the following under the Income Tax Ordinance, 2001: 
(a) Fair Market Value. (3) 
(b) Income of joint owners. i (2) 
(Q.2 March 2005) 
Question-5 it. 
(a) What do you understand by the concept "apportionment of expenditures” as explained in the Income Tax 
(6) 


Ordinance, 2001? 
One of your clients which is a subsidiary of a foreign company wants to change its accounting year 


from June 30 to December 31 as the income year of its parent company ends on December 31. Advise the 
client about the requirements of the Income Tax Ordinance, 2001 regarding change in tax year from normal 


to special. (3) 
(Q.2 September 2007) 


Question-6 


Briefly explain the term "legal representative" with reference to thte Income Tax Ordinance, 2001. What are the 
obligations of a legal representative? (6) 
(Q.6(a) March 2009) 


Question-7 


(a) Hijazi Ltd is a multinational unquoted company. Presently, the company closes its financial year on June 
30. The company is now considering to change its income year from June 30 to March 31. 
Required: Mr. Safi is the tax consultant of the Company. Write a memorandum on his behalf, explaining 
the following: 
(i) Se of the Income Tax Ordinance, 2001 regarding change in tax year from normal to 
special. 
(ii) The tax year corresponding to the income year ended on March 31, 2009 and the due date for 
filing the return of income, [Note: It is a concept of Ch, 15] (5) 
(b) Briefly discuss the residential status of the following persons under the Income Tax Ordinance, 2001 for 
the tax year 2009; 
(i) Asif is an employee of Balochistan Government, who has been sent to United Kingdom for an 
g official assignment on December 1, 2007 for two years, 
(ii) Aeh A as : partnership firm, doing business of financial consultancy in 
i rab Emirates (UAE). Th i irs is 
HANAL parity ln UAB ain partly in Potion 9 ). The management and control of its a 5 
(Q.2 March 2009) 


(b) 


Question-8 
petting on ses = March ares Being the only heir, he received! all his father’s business and assets. In 
; received from the income tax department in the name of his father to pay unpaid tax 


liabilities along with penalty and additi a: 7 4 
ER penalty additional tax. Mr. Zia is of the view that since his father expired, the notice is 


Required: 

In the light of Income Tax Ordinance, 2001, explai rrec Mr ard 

é $ EPE > z t iti i i 

income tax liabilities and the related income cman RSE ES Tage ia 
(6) 


(Q.6 (a) September 2009) 


46 | m 
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uestion-9 
State the provisions of the Income Tax Ordinance . 
association of persons. Fomance, 2/01 regarding the residential status of companies 3 
tion-10 (Q.5 (a) March 2010) 
(a) as be ae a of his deceased uncle since January 5, 2010 and manages his estate 
-0n approximately. On August 10, 2010, he received two notices from the Income Tax 
Department requiring him to: ’ 
o submit details of his uncle’s income for the 
oh, tax year2009. 
Required: ake payment of Rs. 12 million against his uncle's income for the tax year 2007 and 2008. 


Advise Mr. Hyder about the extent of his tax liabil 
January 5, 2010. Also advise him about his o 
pending/arising against his uncle, 


ity in respect of the income eared by his uncle before 
bligations relating to the tax assessment proceedings 


i ituati i (5) 
(b) List the situations referred to in Income Tax Ordinance, 2001 where an expenditure is required to be 
apportioned for the purpose of claiming a deduction. (4) 
ion-11 (Q.5 September 2010) 
u - 


Briefly discuss the residential status of the following persons for the tax year 2011 under the Income Tax Ordinance, 
2001. 


(i) Mr. Shah has been working as an Information Analyst in the Ministry of Foreign Affairs, On 1 November 
2010, he was posted to Pakistan En,bassy in Canada for three years. 

(ii) Asif Learning Center is a partnership concern, providing IT training to professionals in Pakistan, UAE and 
Saudi Arabia. Up to 31 July 2010, the management and control of its affairs was situated partly in Pakistan. 


However, with effect from 1 August 2010, the entire management and control of the affairs of the 
partnership was shifted to Dubai. 


(iii) Mr. Liaquat was sent to Pakistan on a special assignment by his UK-based company on 1 March 2011, He 
left Pakistan on 9 September 2011 


(iv) Farooq Trading LLC was incorporated as a limited liability company in UAE. The management and control 
of its affairs are situated wholly in Pakistan. (8) 


(Q.4 (a) September 2011) 
Question-12 
Explain the following as specified in the Income Tax Ordinance, 2001. 


(i) Fair Market Value (3) 
(il) Apportionment of Expenditures (4) 
(Q.4 (b) September 2011) 


Question-13 j 

State the provisions of the Income Tax Ordinance, 2001 regarding the residential status of companies and 
association of persons. (5) 
(Q.3 (a) September 2012) 


Deleted 


State the provisions of the Income Tax Ordinance, 2001 for determining the residential status of an Association of 
Persons, (2) 
(Q.3 (a) March 2013) 


Inspired Pakistan Limited (IPL) wants to change its accounting year from 30 June to 31 December as the income 
year of its parent company in USA ends on 31 December. 
Required: Advise IPL ide the requirements of the Income Tax Ordinance, 2001 regarding the change of tax year 


from normal to special, (Q.4 (a) March 2013) 


In vlew of the provisions of Income Tax Ordinance, 200! and Rules made thereunder, determine the residential 
status of the following persons for the tax year 2013: 


> 
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(i) Ramiz proceeded to Saudi Arabia on 24 December 2012 to assume responsibilities on his new job, 
He visited Karachi from 20 June 2013 to 24 June 2013 for presenting a paper in a seminar but due to 
unavoidable circumstances, the seminar was cancelled. 

(ii) Khalil, an officer working at Ministry of Foreign Affairs, since last three years, was posted to the 
Pakistan’s mission in Geneva from 1 August 2012 to 30 June 2013. ; 

(iii) Ali Associates is partnership firm and provides consultancy services in Pakistan as well as United 
Kingdom (UK). The management and control of its affairs is situated partly in UK and partly in 


Pakistan. ; 
(iv) Smith, a Nigerian football coach, came to Pakistan on 28 February 2013. He left the country on 31 August 
2013. (7) 
(Q.4 (b) September 2013) 
Question-18 ; ‘ 
One of your clients Inqalab Limited wants to change its accounting year. 
Required: _ 
Write a brief note to the Finance Manager of the company explaining the requirements of Income Tax Ordinance, 


2001 as regards the following: 


(i) Change in tax year. i , 
d the date of filing of return in case the accounting year-end is changed from 


(ii) Determination of tax year an 
e June to December. [Note for students: It is a concept of Chapter 15] (5) 
(Q.5 (b) September 2013) 
Question-19 ; 
fhis uncle who died on 5 February 2013.The approximate worth 


Ahmed is responsible for managing the property o r 
of the property is Rs. 7 million. In August 2013, a notice was received from income tax department in the name of 


his uncle requiring details of his income for the tax year 2012 along with demand for payment of tax in respect of 


previous year amounting to Rs. 8.5 million. 


Required: 


Advise Ahmed as regards the following: 
(a) Extent of Ahmed’s liability in respect of the income earned by his uncle before 5 February 2013. 


(b) His obligations relating to the tax assessment proceedings pending/arising against his uncle. (5) 
(Q.6 September 2013) 
-20 

Under the provisions of the Income Tax Ordinance, 2001 explain the following: 
(a) Special tax year (03) 
(b) Transitional tax year (03) 
(c) Order of application of various tax credits while computing the tax liability of the taxpayer (03) 
(d) General provisions/rules which may apply to income subject to final tax. (06) 
(Q.3 March 2016) 


Question-21 


The Income Tax Department initiating a proceeding against Mobeen, issued a demand note requiring him to pay the 
outstanding amount of his tax liability for tax year 2015 along with default surcharge. However, before settlement of 
his tax liability, Mobeen died in a car accident. 


Required: 
Under the provisions of the Income Tax Ordinance, 2001: 
(i) describe whether tax authorities would be able to recover the amount of tax after Mobeen’s death and what 
- would be the extent of such recovery. (03) 
(ii) comment on the status of the proceedings initiated against Mobeen. (02) 
— (Q.3 (a) September 2016) 


Mr. Dani P 

4 “aman eager gee, — bts book on “Human Behaviour” in two and a half years. He received 
z nt of Rs. 900,000 in May 2016 on account of royalty. l 

Discuss the taxability of Rs. 900,000 received by Mr. Daka. ý 


Question-23 
Under the provisions of the Incom i 
: e Tax Ord ituati . ; - 
apportioned for the purpose of claiming a Pranay 2001, state the situations where expenditure is required to a 
(0 


(Q.4 (a) September 2017) 


gt 
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Question-24 


Under the provisions of Income Tax Ordinance, 2001 and rules made thereunder discuss the residential status for tax 
year 2017 in cach of the following situations: 


(i) On 21 September 2016 Asif proceeded to Dubai to join his new job. Due to certain professional issues with 


his employer in Dubai, he resigned on | May 2017 and came back to Pakistan. On 16 May 2017 he got a 
new job in Pakistan which he continued till 30 June 2017. (02) 


(il) Sami Associates is an association of pe 
2017, the entire management and control 


Question-25 


On 1 December 20X7 Bruce Lee was appointed by a Chinese company as a Technical Director for Pakistan. He has 
provided you the following details: 


Arrival in Pakistan 15 December 20X7 
oined office in Pakistan 20 December 20X7 
isit to Dubai on an official trip 21-30 March 20X8 


isit to South Korea for vacations 12-21 April 20X8 


. 


isit to northern areas of Pakistan for personal trip 4-9 June 20X8 


In view of the provisions of the Income tax Ordinance, 2001 and related Rules thereunder, comment on the 


rsons and provides accounting services in Dubai. On 2 January 
of its affairs was shifted from Karachi to Dubai. (02) 


(Q.2 (a) September 2017) 


residential status of Bruce Lee for the tax year 20X8. (03 
(Q.3 (c) March 2018) 
Question-26 


Kaleem Limited (KL) is a listed company and its accounting year ends on 30 June. KL is now considering to change 
its accounting year from 30 June to 30 September. 


Under the provisions of the Income Tax Ordinance, 2001: 


(a) briefly describe normal , special and transitional tax ycar. (06) 
(b) state the requirements regarding change in tax year from normal to special, (02) 
(c) state the tax year corresponding to the income year ended 30 September 20X8 and the due date for filing the 
retum of income. [Note for students: It is a concept of Chapter 15] (02) 
(Q.2 September 2018) 

Question-27 


Abid is the legal representative of his grandfather since his death on 10 July 20X7 and manages his estate worth Rs. 
28 million. On 22 January 20X9, he received a notice from the Income Tax Department requiring him to make 
payment of Rs. 0.8 million against his grandfather's income for the tax year 20X7. The notice also required him to 
submit details of his grandfather's income for the tax year 20X8. 


Required: 
Advise Abid about his obligations relating to the tax assessment proceedings pending/arising against his grandfather. 
i (05) 
(Q.4 (c) March 2019) 
Question-28 


Jean Francois, a French designer, often visits to Pakistan for promotion of his products. During his last visit he 
Stayed in Pakistan from 10 July 20X8 to 25 February 20X9. Determine the residential status of Jean Francois for 


fax year 20X9, assuming that the Commissioner has granted him permission to use calendar year as Special tax 
year, 


(02) 
(Q.3 (a) September 2019) 

Question-29 g 
General provisions/rules which may apply to income subject to Final Tax Regime. (06) 


" (Q.4 (b) September 201 9) 
Question-30 


Briefly explain the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder relating to order of 
application of various tax credits if a taxpayer is allowed more than one tax credit for a tax year, 03) 


( 
(Q.4(b) (iii) March 2021) 


a a 
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Question-31 
Rustum Enterprises opts for the final tax regime with regard to its exports business. 
Required: 

2001 list down the rules that shall apply to income subject to final tax. 


Under the Income Tax Ordinance, 
(03) 
(Q.5(b) September 2022) 
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ICAP PAST PAPER SOLUTIONS 


Answer-I 

Total income [S.10} 
The total income of - 
(a) Person's income under all heads of income for the year; and 


(b) person's income exempt from tax under any of the provisions of this Ordinance 


Following are the heads:— [S.11] 

a) Salary; 

b) Income from property 4 
c) Income from Business; 

d) Capital Gains; and 

e) Income from Other Sources, 


Difference in case of resident and non-resident [S.11 5 


The income of a resident person under a h incom 
G ead of income shall be computed by taking into account am 
ei . paris tr amount 
Pakistan-source income and amounts that are foreign-source income. puted by £ ounts that are 


The income of a non-resident person under'a head of inco ted by’taking i 
$ of income shal 
that are Pakistan-source income. ] be computed by taking into account only amounts . 
: Eo tuen ES ATS Reet pete | ' 
Answer-2 ARNS MA eiD y ani ik ER 
a) S. 69 Pi SST Seotgas igasi sth genie ij vd vor be 


a): 5. 67° ; nju i anh thins Br E r Jwi 
AIRE i.) EE E A E O A Aa 
‘ th n yep ivi l io Jae G e n 4 ay 


fe 


a) i) S. 74 (3),(5) 
ii) The TY will be Special TY 2009 and the due date for filing the return of incame is December 31 
2009. i 
b) i) If a person is an employee or official of the Federal Government or a Provincial Government 
posted abroad in the tax year he will be considered as resident individual irrespective of the fact 
that how many days he is present in Pakistan. [S.82(c)] 
M Therefore, Asif being employee of Balochistan Government will be considered as resident. 
ii) An association of persons shall be a resident association of persons for a tax year if the control and 
management of the affairs of the association is situated wholly or partly in Pakistan at any time in 
the year. [S.84] 
As the management and control of affairs of Messrs, Akhtar Abbas &Co. is situated partly in UAE 
and partly in Pakistan therefore it is resident. 


Ye ee 
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A 
= Answer-8 
i) Mr. Zia being legal representative of his father (deceased individual) shall be liable for — [S.87] 
l a) any tax that Zia’s father would have become liable for if he had not died; and 
| b) any tax payable in respect of the income of his father’s estate. 
The liability of Mr. Zia shall be limited to the extent to which his father’s estate is capable of meeting the 
liability. The liability shall be the first charge on his father’s estate. 


ii) For the purpose of this Ordinance, — [S.87(3)] 
a) any proceeding taken under this Ordinance against Zia’s father before his death shall be treated as 
taken against Mr. Zia and may be continued against him from the stage at which the proceedin 
stood on the date of Zia’s father’s death; and 8 
b) any proceeding which could have been taken under this Ordinance against Zia's father if he had 
survived may be taken against Mr. Zia 


Answer-9 
S. 83, 84 


Answer-10 
a) As a legal representative, Mr. Hyder is liable for any tax, which would have been ble by hi 
3 rder is liabl 3 his uncle, if 
he had not died. However, such liability is limited to the ext Bien ia Soke A 
meets basin ERT ty e extent of Rs. 10 million i.e. value of his deceased 
Any proceeding taken against his uncle shall be continued agai 
gainst Mr. Hyder from the stage at which i 
stood on the date of his uncle's date. Further, any proceeding which could have been Ai alia re 


deceased if i i x 
TEE ea- he had survived may be taken against the legal representative. [S.87(3)] 


: n i . . 
resident company [S.83] stan at any time in the year, Therefore Farooq Trading Company is 


Answer-12 
i) Refer the chapter 
ii) Refer the chapter 


Answer-13 
S. 82, 83 


Answer-14 
Deleted 


Answer- 15 
S. 84 
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Answer-16 ' 
(1) A person may apply, in writing, to the Commiss 
tax year, as special tax year and the Commissioner 
order will be passed by the Commissioner if the co 
(2) The Commissioner shall grant the permission 
necd, The permission shall be subject to such con 


ioner to allow him to use a 12 months’ period, other than normal 
may, by an order, allow him to use such special tax year. The 
ndition mentioned below is fulfilled. [S.74(3)) 

to change the tax year only if the person has shown a compelling 
ditions as the Commissioner may impose.[S.74(5)) 


Answer-17 

S é e e 

i) Mr. Ramiz will be considered as non-resi 
Number of days he is present in Pakistan is 


i 
-i 


ii) An employce or official of the Federal Government or a Provincial Government posted abroad in the tax 
year will be considered as resident irrespective of number of days he is present in Pakistan. Therefore, Mr. 
Khalil working for Government will be considered as resident. [S.82(c)] 

iii) An association of persons shall be a resident association of persons for a tax year if the control and 


management of the affairs of the association is situated wholly or partly in Pakistan at any time in the year. 
As management of the affairs of Ali Associates situated partly in Pakistan, therefore it will be considered as 
resident association. [S.84] 


iv) Mr. Smith will be considered as non-resident as his stay in Pakistan is less than 183 days in Pakistan, 
Number of days he is present in Pakistan is calculated as follows: 
February 28, 2013 — June 30, 2013 BE 


Answer-18 

i) A person may apply, in writing, to the Commissioner to allow him to use a 12 months’ period, other than 
normal tax year, as special tax year and the Commissionér may, by an order, allow him to use such special tax 
year. The order will be passed by the Commissioner if the condition mentioned below is fulfilled. [S.74(3)] 

A person using a special tax year, may apply in writing, to the Commissioner to allow him to use normal tax 
year and the Commissioner may, by an order, allow him to use normal tax year. The order will be passed by the 
Commissioner if the condition mentioned below is fulfilled. [$.74(4)] 

The Commissioner shall grant the permission to change the tax year: 

* from normal to special or 

* special to normal XT 

only ifthe person has shown a compelling need. The permission shall be subject to such conditions as the 
Commissioner may impose. [S.74(5 ‘ 

ii) Where a person is allowed, A ena months’ period different from normal tax year, such period shall be that 
person’s tax year (hereinafter referred to as ‘special tax year’) and shall, be denoted by the calendar year 
relevant to normal tax year in which the closing date of the special tax year falls. [S.74(2)] 

The return will be filed on or before September 30" next following the end of the tax year, [S.118(3)] 
nswer-19 

Same as Answer-10 (a) 


n -20 
— per S.74, Where a person is allowed, to use a 12 months’ period different from normal tax year, such 
period shall be that person’s tax year (hercinafter referred to as ‘special tax year’) and shall, be denoted by 
the calendar year relevant to normal tax year in which the closing date of the special tax year falls. 
(b) As per $.74(9), Where the tax year of person changes, the period between: 
+ the end of the last tax year prior to change and 
è the date on which the changed tax year commences l 
shall be treated as a separate tax year, to be known as the “transitional tax year”. 
(c) As per S. 4 (3), Where a taxpayer is allowed more than one tax credit for a tax year, credits shall be applied 
in following order: 
a. foreign tax credit (allowed under section 103); then 


Re 
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b. tax credit allowed on charitable donations 
(u/s 61 and 63); and then 
tax credit for advance tax paid and tax deducted (u/s 147). 
(d) Following are the characteristics of final tax regime: 
(a) This income shall not be chargeable under any head of income; 
(b) no deduction shall be allowable for any expense incurred; 
(c) the income shall not be reduced by - 
(i) any deductible allowance ( Zakat etc.); or 
(ii) the set off of any loss; 
(d) the tax deducted shall not be reduced by any tax credit; 
(e) the liability of a person shall be discharged if tax has been deducted. 


and tax credit on contribution to approved pensi - 


fund 


Answer-21 


i. Deceased individual 
Yes on authorities would be able to recover the amount of outstanding liability from legal representative of 
Mobcen, : 
The legal representative of a Mobeen shall be liable for — 

i. any tax that the Mobeen would have become liable if he had not died; and 

ii. any tax payable in respect of the income of the Mobeen’s estate. 
The liability of a legal representative shall be limited to the extent of Mobeen's estate. Such liability shall be 
the first charge on the Mobeen‘s estate, 

ii, Comment t ; 
Any proceeding taken against Mobeen before his death shall be assumed as having been taken against the 
legal representative, The proceeding will be continued against the legal representative from the stage at which 
they were at the time of death, 


Answer-22 
Section 89 of ITO 2001 states that where the time taken by an author of a literary or artistic work to complete the 
work exceeds twenty-four months, the author may elect to treat any lump sum amount received by the author ina 
tax year on account of royalties in respect of the work as having been received in that tax year and the preceding two 
tax years in equal proportions. ; 
Therefore, Mr. Danishwar can spread the amount of Rs. 900,000 over the period of three years in equal proportions 
i.e. Rs. 300,000 each starting from tax year 2016 to preceding two tax years 2015 and 20]4. 


Answer-23 
S. 67 


Answer-24 i ; i À 

i) An individual shall be a resident individual for a tax year, if the individual is present in Pakistan for : piados 
or periods amounting in aggregate to 183 days or more in a tax year, As Mr. Asif stayed in Pakistan for ju 
days (as calculate below) so he will be considered as non-resident individual for tax year 2017. 


ii) An association of persons shall be a resident association of persons for a tax year if the a 
management of the affairs of the association is situated wholly or partly in Pakistan at any ap ary, 2017 
As management of the affairs of Sami Associates were situated partly in Pakistan before p T pihi ii 
therefore it will be considered as resident Association of Persons (AOP) irrespective of t $ 
entire management and control of affairs was subsequently shifted from Karachi to Dubai. |S.84] 
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nswer-2 


An individual shall be a resident individual for a tax year if the individual is present in Pakistan for a period of, or 
periods amounting in ageregate to, 183 days or more in the tax year. 


A part of a day that an individual is present in Pakistan (including the day of arrival in, and the day of departure 
from Pakistan) counts as a whole day of such presence. [Rule 14 (a 


January 


February 
March 


a 
April uant 
Bia 


Ma 
June 
Total 


s, therefore, he is not a resident individual, 


Since he was present in Pakistan for 178 day 


Answer-26 
a) S. 74 (1) , (2) , (9) 


b) Change of tax year from normal to special: 


. A person using a special tax year, may apply in writing, to the Commissioner to allow him to use 


12 months’ period other than normal tax year as special tax year and the Commissioner may allow 
him. 
o The Commissioner shall grant the permission to change the tax year only if the person has shown 


a compelling need. The Commissioner may impose conditions while giving permission. 


c) Tax year corresponding to the income year ended 30 September 20X8 will be tax year 20X9 and due date 
of filing of return is 30 September 20X9. T 


Apswer-27 

. Any proceeding taken against the deceased (grandfather) before his death shall be 
taken against the legal representative (Abid). The proceeding will be conti 

representative (Abid) from the stage at which they were at the time of death: and 


any proceeding which could have been taken against the deceased (grandfather) may be taken against the 
legal representative (Abid) of the deceased. [See 87] 


assumed as having been 
nued against the legal 


The Commissioner has granted permission to Jean Francois to use Special tax year, so his special tax year 20X9 will 
be from | January 20X8 to 31 December 20X8. As a result, John is a non-resident person because his total stay in 


tax year 20X9 is 175 days (i.e. 22+31+30+31 +30+31) which is less than 183 days. Therefore, Jean Francois is non- 
resident person for tax year 20X9, 


Refer See. R 
Answer-30 


Same as Question 20 (c) 


Refer Section 8 


D es 
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Yes 


| Resident | 


Section 82 


Employee or offcial of 
Fed/Prov Gov. posted abroad 
in a tax year 


Yes 


Resident 


Present in another country 
for more than 182 days 


Stayed in 
Pakistan for 183 


days or more? 


Is he citizen 


Yes Yes 


Resident of anyother 
country 


Nonresident 


Yes Yes 
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CHAPTER 5 
DEFINITIONS 


(29C) “Industrial undertaking” means — 
(a) An 1 i sct up in Pakistan and which employs: 
i. 10 or more persons i the use of elec other energy which is 
i mechanically transmitted and iş not generated by ae $ feod piasda or a 
ii. 20 or more persons and does not involve the use of electrical energy or any other energy which is 
_ mechanically transmitted and is not generated by human or animal energy and 
iii, And is engaged in,- 
(i) + the manufacture of goods or materials or 
= the Processing goods in a way which substantially changes their original condition; 
(ii) ship-building; 
(iii) generation, conversion, transmission or distribution of electrical energy; or 
(iv) the working of any mine, oil-well or any other source of mineral deposits; 
(aa) a person doing construction of buildings, roads, bridges and other such structures (including the 
development of land), for import of plant and machinery to be used (applicable from 1.5.20), 
(ab) a resident company engaged in the hotel business in Pakistan (applicable from 1.7.20), 


(c) telecommunication companies (operating under the license of Pakistan Telecommunication 
Authority (PTA)); 


(23) “Fee for technical services” means amount received whether periodical or lump sum, for rendering of 
- managerial, technical or consultancy services (including the services of technical or other personnel), but 
‘does not include: a? Seg pess sea l ; 
(a) Amount received for services rendered for a construction, assembly or like project; or 
(b) receipt which is chargeable under the head “Salary”; i 
Associates [Sec. 85] . 
(1) Two persons shall be associates where the relationship between the two is such that: 
* One may reasonably be expected to act in accordance with the intentions of the other, or both persons may 
reasonably be expected to act in accordance with the intentions of a third person; 


* One person sufficiently influences, either alone or together with an associate or associates, the other person; 


Explanation. ~ Two persons shall be treated as sufficiently influencing each other, where one or both, 
(directly or indirectly) are economically and financially dependent on each other and, decisions are made in 
accordance with the directions, instructions or wishes of each other for common economic goal; or 
+ One person enters into a transaction, directly or indirectly, with the other who is a resident of jurisdiction 
with zero taxation regime. 
(2) Two persons shall not be associates solely because: 
* one person is an employee of the other or 
* both are employees of a third person, 
(3) Subject to sub- section (4), the following shall be treated as associates — 
(a) an individual and a relative of the individual; 
(b) members of an AOP; 
(c) a member of an AOP and the AOP, where the member, 
e either alone or . . 
* together with an associate or associates under another application of this section 
controls 50% or more of the rights to income or capital of the association; 
(d) a trust and any person who benefits under the trust; 
(e) a shareholder in a company and the company, where the shareholder, 
+ either alone or 
e together with an associate or associates, 
controls either directly or through one or more interposed persons — 
(i) 50% or more of the voting power in the company; 
fii) 50% or more of the rights to dividends; or 
ii) £9% or more of the rights to capital; and 


ee —__ 
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(Ñ two companies, where a person, 
e either alone or 
_® together with an associate or associates, 
controls either directly or through one or more interposed persons — 
(i) 50% or more of the voting power in both companies; 
(ii) 50% or more of the rights to dividends in both companies, or 


(iii) 50% or more of the rights to capital in both companies. 


Example 1 
ABC Co. has the followin shareholders: 
es because LM AOP holds more than 50% shares in ABC Co, 


LM AOP and ABC CO. are associat 


Example 2 
XYZ Co. has the following shareholders: = 
| 45% | 


NA AOP 
ene pee ee at 
eee 
ge a 
ge ee a ee 
You have also been informed that R and N are members of NA AOP having 60% and 40% share of profits 
respectively and N is not expected to act in accordance with the intentions of R. 
Following are associates: 
e RandNA AOP 


e NA AOP and XYZ Co. 


e RandXYZ Co. 
As N is not expected to act in accordance with the intentions of R so N and R are not associates. However 


NA AOP and R are associates because R shares more than 50% profits of NA AOP. 

Further NA AOP and XYZ Co. are associates because NA AOP alongwith an associate, R, holds more than 
50% shares in XYZ Co. 

Similarly R and XYZ Co. are associates because R alongwith an associate, NA AOP, holds more than 50% 
shares in XYZ Co. 


(4) Relatives and members of an AOP shall not be associates [under clause (a) or (b) of subsection (3)] where 
Commissioner is satisfied that no one is expected to act in accordance with the intentions of the other. 
(5) In this section, 
i) “relative” in relation to an individual means: 
a) 
e. 


an ancestor, 
e a descendant of any of the grandparents, or 


x d ; rae AN 
5 an adopted child, of the individual, or of a spouse of the individual; or 


e — aspouse of the individual or 
+ ofany person specified in above cla 
g : use (a 
ii) “Jurisdiction with zero taxation regime” menh n as may be prescribed. 
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(45) " private com pany” means a company that is not a public company 
(47) “public company means — 
pA a company in which at least 50% of the shares are held by the Federal or Provincial Government; 
a 
e a company in which at least 50% of the shares are held by a foreign Government, and 
a company in which at least 50% of the shares are held by foreign company owned by a 
foreign Government; 
Example 
China Government owns 100% shares of a foreign company X. Company X owns 70% shares 
in Co, Q. Whether Co. Q will be considered as a public company? 
Solution 
Yes, because Q company is a company in which 70% of the shares are held by foreign 
company X which is owned by a foreign Government (Government of China). 
(b) a company whose shares: 
e were traded on a registered stock exchange in Pakistan at any time in the tax year and 
e remains listed on that exchange at the end of year; or 
d) a unit trust whose units are widely available to the public. 
Question 
Explain whether the following companies are public or private? 
l1 Sitara Chemical Limited (SCL) incorporated under Companies Act, 2017. It is a non-listed 
company. Ching Chonge Limited (CCL), a company incorporated in Japan, holds 63% of shares 
in SCL. 84% of shares in CCL are held by Japanese government. 
2 MN Limited is a public company incorporated under Companies Act, 2017. The shares of MN 
limited were traded on Karachi Stock Exchange (KSE) from Ist October 2013 to 29 June 2014. 
On 29 June 2014 Company was delisted from KSE. 
3 Star Limited, a public company incorporated under Companies Act, 2017, is a unlisted company 
whose 50% shares are held by Federal Government. 
4 Moon Limited is a public unlisted company, whose 43% of shares are held by Provincial 
Government, 50% by UAE Government and 7% by Sun Limited. 


1. A public company means a company in which not less than 50% percent of the shares are held by 
a foreign government, or a foreign company owned by a foreign government. CCL is not wholly 
owned by the Japanese government so Sitara Chemical Limited is not a public company. 

2. A company whose shares were traded on a registered stock exchange in Pakistan at any time in 
the tax year and which remained listed on that exchange at the end of that year is considered as 
public company. So MN Limited is a private company. 

3. A public company means a company in which not less than fifty percent of the shares are held by 
Federal Government or Provincial Government. So Star Limited is a public company. 

4. A public company meau:s a company in which not less than fifty percent of the shares are held by 
a foreign government, or a foreign company owned by a foreign government. So Moon Limited 

is a public company because UAE Government holds 50% shares of Moon Limited. 
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(1) 


(19) 


“Accumulated profits” for payment of dividend, include — 
(a) any reserve made up from any allowance, deduction, or exemption under this Ordinance; 

(b) all profits of the company including incomes/gains of a trust up to the date of distribution; and 
(c) all profits of the company including incomes/gains ofa trust up to the date of its liquidation; 


“dividend” includes: Ea 
(a) any distribution by a company of accumulated profits to its sharcholders, whether capitalised or not, 


if such distribution requires the release of assets (including money) by the company; 


EXPLANATION 
Requires the release of assets including mone 
Accumulated profits (Dividend) 

Bank Gre. 


any distribution by a company to its shareholders of debentures, whether with or without profit 


interest), upto the extent of accumulated profits whether ca italised or not; 


EXPLANATION 
A company announced the dividend and issued debentures in lieu of dividend. So, following entrics 
shall be passed; = 
Accumulated Profit (Dividend) ie Dr. 
Debentures payable (Loan payable) 
> Whether with or without profit. i.e. interest bearing or non interest bearing 
(c) any distribution by a company to its shareholders on its liquidation, upto the extent of accumulated 
profits whether capitalised or not; i 

(d) any distribution by a company to its shareholders on the reduction òf capital, upto the extent of 
accumulated profits whether capitalised or not; i l 

(e) the payment by a private company as defined in the Companies Act, 2017 or trust: 

e by way of advance or loan to a shareholder or - 

e forthe individual benefit of a shareholder, 

The payment should be from accumulated profits. 


In case loan/advance is repaid by shareholder, the tax on dividend will be a m A 


Tax implications of the 


If loan provider is: 
Private Company 


(b) 


Cr. 


loan/advance transaction on the shareholder as well as the company: 


Implication on shareholder | Implication on compan 


Treated as dividend income | Company -will deduct tax 
in the hands of share holder on dividend income 
| No tax implication | No tax implication | 


(f) Remittance (to head office) of after tax profit oF a branch oF a foreign company in Pakistan; 


Public listed/unlisted Compan 


Following payments will not be considered as dividend: 


(i) A distribution on {i i i 
quidation or reduction of capi i i 
(ii) meant has no right in surplus assets on ilta (for shares issued againsi — 
y advance/loan by a company involved in lending business: 
’ 


(iii) any dividend paid b whi c d 
y divi a company which i i 
A o isin mi is set off against amount previously paid by it and treate 


(iv) Remittance (to head offi 
À tce) of 
Production foreign aean afer tax profit by a branch of Petroleum Exploration and 
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Example 


(a) Grey Enterprises Limited(GEL) is Re Rais py at 
paid Rs. 15/share (Rs, 7 ) is under the process of liquidation. The shareholders 


being the par value and Rs. 5 as share of accumulated profits) 
on3 1.07.20X6. Mr. A holds 20,000 shares in GEL. What amount is taxable in the hands 
of Mr. A as dividend under ITO, 2001? 

(b) House Pvt. Limited (HPL) is engaged in the business of purchasing/selling of 
commercial & residential Property. HPL extended a loan to one of its shareholder, Mr. A, 
amounting to Rs. 5 Million on 25.10.20X6, What amount is taxable in the hands of Mr. 
A as dividend under ITO, 2001? 

(c) Shepard Petroleum (SP), incorporated in Seattle USA, is engaged in the business of 
exploration and production of Oil around the globe. The Pakistani branch of SP has 
remitted Rs, 23 Million as Interim Profit after tax to its head office in Seattle. What is the 


amount of tax that should be deducted by the branch as ‘tax on dividend’ while remitting 
the profits? 


Answer 


(a) Rs. 100,000 (20,000 x 5) is taxable as dividend under ITO, 2001. 
(b) Rs. 5 million is taxable as dividend under ITO, 2001. 
c) Nothing as it is a branch engaged in exploration and 


production of Oil. 


(5) “assessment” includes provisional assessment and amended assessment; 

(5A) “assessment year” means assessment year as defined in the repealed Ordinance; 

(11A) “charitable purpose” includes relief of the poor, education, medical relief and the advancement 
other object of general public utility; 

(19C). “electronic. record” includes the contents of communications and transactions under this Ordinance, 
including attachments, annexes, accounts, returns, notices, and any other associated information created 


sent, forwarded, downloaded, read, or printed, by one or several electronic resources. 
(29) “income” includes: 


e any amount chargeable to tax under this Ordinance, 


e any amount subject to collection or deduction of tax which is treated as final tax {Including Bonus 
Shares Issued by Company under 236Z). 


* any amount treated as income under any provision of this Ordinance and 
* any loss of income 


(29A) “income year” means income year as defined in the repealed Ordinance. 


of any 


(36) “non-profit organization” hon-protit organization means any person other than an individual, which is 
(a) established for religious, educational, charitable, welfare purposes for general public , or for promoting 
an amateur sport; 
(b) formed by or under a law as a non-profit organization; ; 
(c) approved by the Commissioner for specified period, on an appeal in prescribed form, accompanied by 
the prescribed documents and 
(d) the person do not derive any benefit from the assets. 
(S53) “resident taxpayer” means a taxpayer who is a resident person; 
(38) “non-resident taxpayer” means a taxpayer who is a non-resident person; 
(44A) “principal officer” with reference to a company or an association of persons includes — 
(a) a director, a manager, secretary, agent, accountant or any similar officer; and 
(b) any person connected with the management or administration of the company or an AOP on 
whom the Commissioner has served a notice treating him as the principal officer 
(66) “taxpayer” means any person who derives an amount chargeable to tax, and includes: 
(a) any representative of a person who derives an amount chargeable to tax under this Ordinance; 
(b) any person who is required to deduct or collect tax; or 
(c) any person required to furnish a return of income or pay tax under this Ordinance; i 
(63) “Tax” means any tax imposed under this law, and includes any penalty, fee or other charge or any sum or 
amount leviable or payable under this law. 
(8) “Board” means the Federal Board of Revenue. 


a 
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(54) “Royalty” means any amount paid or payable, however described or computed, whether periodical or a 


lump sum, as consideration for - 
(a) the use of, or right to use any 

i. patent (right to use name), 

ii. invention, 

iii. design or model, 

iv. secret formula or process, 

v. trade mark or 

vi. other like property or right; i istic or scientific work, including films or vid 
(1) the se of, or right to use any oopotigh o a oe qr oonnectice with radio broadcasting, (e.g. Pry 


tapes for use in connection with television or : 
sete royalty for broadcasting an ESPN cricket documentary); BUT shall not include consideration for 


the sale, distribution or exhibition of cinematograph films 
(c) the receipt of, or right to receive, any 
i. visual images or 
ii, sounds, or 
iii. both, 
transmitted by satellite, 
internet broadcasting; 
The supply of any technical, industrial, commercial or scientific knowled 

ifference with fee for technical servi 

Fee for Technical services: — 
“Consideration for RENDERING of any managerial, technical or consultancy services including the 


services of technical or other personnel” 


cable, optic fiber or similar technology in connection with television, radio or 


ge, experience or skill; 


(d) 


Royalty; 
“Consideration for SUPPLY of any technical, industrial, commercial or scientific knowledge, 


experience or skill” 


There is a transfer of knowledge in royalty in contrast with fee for technical services which involves 
actual rendering of services. 


(e) the use of or right to use any industrial, commercial or scientific equipment 

(f) the supply of any assistance that is ancillary and subsidiary to any property or right as mentioned in 
sub- pang (a) through (e); and it is furnished as a means of enabling the enjoyment of any property 
or right. an 

(g) the disposal of any property or right referreu .3 in sub- clauses (a) through (e); 


(30AE) “IT enabled services” 


E nahi paren but not limited to inbound or outbound call centres, medical transcription, remote 
Sn, accounting services, Human Resource (HR) services, telemedicine centers, data entry 


operations, cloud computing services, data sto i 
RE rage services, locally produced television programs and insurance 


(30AC), “Iris” 


means a web based computer 


ep rogramme fe i 
“administered by the Board. Programme for operation and management of Inland Revenue taxes and laws 


(9) Bonus shares s 
“bonus shares” includes bonus units in a unit trust, 


RE | aaa 
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(41) “Permanent Establishment” in relation to a i i i 
the person is (wholly or partly) carried on, and ri ANE E ee eee E 


(a) a place of management, branch, offi 
permanent sales exhibition or sal 
engaged in the negotiation of 
establishment. 


(b) a minc, oil or gas well, quarry or any other place of extraction of natural resources; 

(ba) an agricultural, pastoral or forestry property; 

(bb) virtual business presence in Pakistan including any business where transactions are conducted through 
internet or any other electronic medium, with or without having any physical presence; 


ce, factory or workshop, premises for soliciting orders, warehouse, 
es outlet, excluding a liaison office however if liaison office is 
contracts (except purchase contracts) then it is a permanent 


(c) a building site, a construction, assembly or installation project or supervisory activities connected with 
it that continue fora period or periods aggregating more than 90 days within any 12 months period; 
(d) the furnishing of services (including consultancy services) by any person through employees or his 
other personnel or entity engaged by the person for such purpose.; 
(e) a person acting in Pakistan (the agent) [other than an independent agent acting in the ordinary course 
of business] on behalf of the person if the agent — 
(i) - exercises an authority to conclude contracts on behalf of the other person or 
- plays the principal role and conclude contracts without material modification and these 
contracts are- 
(a) in the name of the person; or 
(b) for the transfer of ownership of (or granting of the right to use) property 
owned by that enterprise; or 
(c) for providing services by that person; or 
(ii) has no authority but habitually maintains stock (merchandise) for regular deliveries on 
behalf of the other person: 
(f) any substantial equipment installed, or other asset or property capable of activity giving rise to income; 


(g) a place of business that is used or maintained by a person if the person (or an associate of a person) 
carries on business at that place (or at another place in Pakistan) and: 
(i) that place (or other place) constitutes a PE of the person (or his associate); or 
(ii) business is carried on by the person (or an associate of the person) at the same place or at 
more than one place constitute complementary functions that are part of a cohesive 
business operation. 
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Question-1 

Rose Company Ltd. has a paid up capital of Rs.5,000,000 consisting 500,000 shares se pe 4a DA A the 
company’s balance sheet shows accumulated profits of Rs. 1,500,000. The posh ered a en eon i ; vas 
liquidator realized’ Rs.6,500,000 and distribution among the shareholders was made 13 per ; 
Shewani Group owns 200,000 shares in the company. 


i is dividend? Please explain your answer. (4) 
How much of the amount received by Shewani Group is dividen (Q.1(b)September 2002) 
Question-2 or 
Define the following with reference to the Income Tax Ordinance, 20017 n 
(a) Fee for technical services a 
(b) Non-profit organization = 
(c) Income i @) 
(3) payer ae n: 4 : (Q.1September 2004) 
Question-3 jeder tall ear ei: fod? ; 
identify ibe situations in which: two companies shall be considered to be associates within the meaning of the 
i 2001. ne z 1u saan aiii (6) 
Income Tax Ordinance (Q.5 (a) September 2007) 
Question-4 ENGETI Ste Ty SGE OH ae 
Certain types of payments by a private company to their shareholders can be treated as "dividend" under the Income 
Tax Ordinance, 2001. State the conditions necessary fot the application of this rule and the exceptions to it. (5) 
ray E a Ak- NG |! (Q.4 (b) March 2008) 
Question-5' iia fisi i HENI VHG ha ' SS ' , 
State the circumstances when two companies shall be considered as associates, under the Income Tax Ordinance, 
2001. an pe ape A 
7 iau (Q.5 (b) September 2008) 
Question-6 : 


A company engaged in manufacturing activities has decided to provide’ loan to one of its: shareholders. Explain the 
tax implication on the company as well as the shareholder ifthe'Company: RLL í 


(i) is registered under the Companies Act, 2017 asa private limited company. ' 

(ii) is an unlisted public company, ie (6) 
.2 (a) September 2009 

Basins (Q.2 (a) Sep ) 


Tamba Pakistan (Pvt.) Limited is engaged in the manufacture of pharmaceutical products. Its board of directors has 
approved a 3-year loan to one of its major shareholders, 


Required: 
Explain the tax implications of the above transaction on the company as well as the shareholder. (4) 
Question-8 (Q.5 (a) March 2012) 


Under the Income Tax Ordinance 2001, where a i i 
i A person is reasonably expected to i 
intentions of another person, both persons are considered as arad á iiini 


Required: 

(i) Explain the term “person” in the above context. 

Gii) State the circumstances in which a company and its shareholder shall be considered as associates. (D 

Question-9 (Q.6 (b) March 2012) 

AE between “Pibiie company’ and ‘Private company’ within the meaning of Income Tax Ordinance, 2001. 
uestion-10 (Q.5 (a) September seid 


(5) 


(Q.2 (b) March 2014) 
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Question-1 1 


Certain payments made by a private limited company to its shareholders can be treated as ‘dividend’. 


i i Explain the 
above in the context of Income Tax Ordinance, 2001. Also identify the exceptions to this rule. i 
(7) 
Question-12 (Q.7 March 2014) 
Briefly discuss the provisions of Income Tax Ordinance 2001 i ino situnti 
i imi : R , in respect of the following situation: 
ea Limited has decided to provide a loan of Rs. 5 million to one of its shareholders, for the purchase of a 
. (4) 
4 
Question-13 (Q.2 (b) September 2014) 
Under the provisions of the Income Tax Ordinance, 2001 describe the following: 
(i) meaning of the term ‘Associates’. (2) 
(ii) circumstances in which a member of an association of persons and the association may be regarded as 
associates. É 
(iii) situation in which members of an association of persons may not be regarded as associates. (2) 


.3 (b) September 2016 
Question-14 (Q.3 (b) Sep ) 
On 25 August 20X8, the Officer of Inland Revenue has issued a notice to Rahat Foods (Private) Limited (RFPL) to 
deposit withholding income tax of Rs. 1,950,000 in respect of loan amounting to Rs. 13,000,000 given to Nadeem 


Ahmad, a shareholder of RFPL, by treating the amount of loan as dividend. The notice was served to the company 
on 30 August 20X8. 


According to RFPL’s records, the loan was given to Nadeem Ahmad on 25 May 20X7 when accumulated profit of 
the company was Rs. 12,000,000, ; 


In the light of the provisions of the Income Tax Ordinance, 2001 explain whether you agree with the notice issued to 


RFPL by the Officer of Inland Revenue. (03) 
A (Q.4 (a) September 2018) 
Question-15 
(a) Briefly discuss the difference between a public company and a private company, within the meaning of 
Income Tax Ordinance, 2001. (04) 


(b) Certain types of payments by a private company to its shareholders can be treated as ‘dividend’ under the 
Income Tax Ordinance, 2001, State the conditions necessary for the application of this rule and the 


exceptions to such rule. (05) 
(Q.5 March 2019) 
uestion-16 
Explain Industrial Undertaking as specified in the Income Tax Ordinance, 2001. (5) 
(Q.4 (b) September 2011) 
Question-17 f 
Dr. Jamal is planning to establish a hospital as a non-profit organization. 
Required: 
Discuss the conditions that should be complied with by Dr. Jamal, under the Income Tax Ordinance, 2001. (03) 
(Q.1(b) March 2021) 
Question-18 


Following information pertains to three unlisted companies: 


100% shares are held by a local group 
Required: Under the provisions of the Income Tax Ordinance, 2001 briefly discuss whether each of the above 


companies can be classified as public or private. Also state the additional information, if any, which may be required 
for determining the classification of these companies. (03) 


(Q.4 (c) March 2022) 


—Q ee i ee | 
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ICAP PAST PAPER SOLUTIONS 


Note: Few of the questions are not answered below. 


Any distribution made to the shareholders of a company on its liquidation, to the extent to which the distribution js 


from the accumulated profits of the company whether capitalised or not is treated as ane 
Therefore Rs. 3 x 200,000 = 600,000 will be treated as dividend in the hands of Shewani Group. 


Rs. 3 is calculated as (1,500,000/500,000) 


Answer-2 
Refer definitions. 


Answer-3 


S. 85(3) (f) 


wer: x 
The payment made (from accumulated profits) by a private company as defined in 


amount (whether it is a part of the assets of the company or trust, or otherwise) 
. by way of advance or loan to a shareholder 

. for the individual benefit of a shareholder 

shall be treated as dividend under the Income Tax Ordinance, 2001. 


the Companies Act, 2017 of any 


Exception 

Following payments will not be considered as dividend: 

(i) any advance/loan by a company involved in lending business; 

(ii) any dividend paid by a company which is set off against amount previously paid by it and treated as a 
dividend. ` 

Answer-6 

i. If the company is private limited company. 
Tax implications on shareholders 


The term dividend includes any payment by a private limited company by way of loan to its shareholder for 
the individual benefit of shareholder to the extent of accumulated profits. Accordingly, amount received by 
the shareholder shall be construed as dividend in the hands of the shareholder and taxable under the 
provisions of the ITO-2001. 
Taxi icati n private limit an 
eing a private company, it is responsible to deduct withholdi i 
| qwcitel a te fed BLON p ct withholding tax on the payment of dividend at the rates 
i, =f reg di unlisted public company, the payment made to the shareholders will not be construed 
as dividend. So, no tax implication on the company or the shareholder. 


Answer-7 

T licati int of view ; 
e payment made by a private company as d 

or loan to eer shall be cokaidaroda as rea the Companies Act, 2017 of any amount by way of ad 
erefore the amount received b i À i 

I efor t es * y shareholder will be treated as dividend income in his hands. 

very perso i ivi 
ase kana panes bey ni kae deduct tax from the gross amount of the dividend paid at the rate of 15% of 
* +neretore company is required to deduct tax @ 15% of gross amount of dividend. 


we 

i) Refer Chapter-4 

ii) S. 85(3)(e) 
wer- 

Refer definitions. 


PE e R a EE E A 
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= 


Answer-10 
hall be associates where th : 
TO eae re the relationship between the two is such that: 

e One mi opm: be expected to act in accordance with the intentions of the other, or both persons may 
reasonably be expected to act in accordance with the intentions of a third person; 

e One person sufficiently influences, either alone or together with an associate or associates, the other person, 
Explanation. — Two persons shall be treated as sufficiently influencing each other, where one or both, 
(directly or indirectly) are economically and financially dependent on each other and, decisions are made in 
accordance with the directions, instructions or wishes of each other for common economic goal; or 


e One person enters into a transaction, directly or indirectly, with the other who is a resident of jurisdiction 
with zero taxation regime. 


And S. 85(3) (e) 


Answer-11 

The payment by a private company as defined in the Companies Act, 2017 or trust by way of advance or loan to a 
shareholder or for the individual benefit of a shareholder shall be considered as dividend. The payment should be 
from accumulated profits. 


Following payments will not be considered as dividend: 

(i) any advance/loan by a company involved in lending business; 

(ii) Ate paid by a company which is set off against amount previously paid by it and treated as a 
dividend. 


Answer-12 

The payment by a private company as defined in the Companies Act, 2017 or trust by way of advance or loan to a 
shareholder or for the individual benefit of a shareholder. The payment should be from accumulated profits. 
Therefore it is considered as dividend in the hands of shareholder and company is required to deduct tax at the rate 
of 15% on the gross amount of dividend. 


Answer-13 
i, Associates 
(4) Two persons shall be associates where the relationship between the two is such that: 

e One may reasonably be expected to act in accordance with the intentions of the other, or both persons may 
reasonably be expected to act in accordance with the intentions of a third person; 

e One person sufficiently influences, either alone or together with an associate or associates, the other person; 
Explanation. — Two persons shall be treated as sufficiently influencing each other, where one or both, 
(directly or indirectly) are economically and financially dependent on each other and, decisions are made in 
accordance with the directions, instructions or wishes of each other for common economic goal; or 

e One person enters into a transaction, directly or indirectly, with the other who is a resident of jurisdiction 
with zero taxation regime. 

ii, A member of an AOP and the AOP, where the member, 

e either alone or 

© together with an associate or associates under another application of this section controls 50% or more of 
the rights to income or capital of the association 

ill, Members of an AOP shall not be associates where Commissioner is satisfied that no one is expected to act in 
accordance with the intentions of the other. 


nswer-14 
“Dividend” includes the payment by a private company as defined in the Companies Act, 2017 or trust: 
A by way of advance or loan to a shareholder or 
r for the individual benefit of a shareholder, 


The payment should be from accumulated profits. 


Considering the above definition of dividend, the tax officer is correct to the extent of treating the loan payment as 
dividend. However, he made error in treating the entire amount of Rs,13 million as dividend because the amount of 
accumulated profit was Rs,12 million on that date. Therefore, only Rs.12 million can be treated as dividend, 


a 5 a a 


CamScanner 


Answer-15 

a) S. 2 (45), (47) 

b) Dividend includes the payment by a private company as defined in the Companies Act, 2017 or trust; 
° by way of advance or loan to a shareholder or 
° for the individual benefit of a shareholder, 


The payment should be from accumulated profits. 
Following payments will not be considered as dividend: 


(i) any advance/loan by a company involved in lending business; i l 
(ii) any dividend paid by a company which is set off against amount previously paid by it and treated 
as a dividend. 
Answer-16 
Refer the chapter above. 
Answer-17 
An individual cannot form a non-profit organization. However Dr. Jamal can run his clinic as a non-profit 
organization: 


(a) established for charitable purpose 
(b) formed under a law as a non-profit organization; 
(c) approved by the Commissioner for specified period, on an appeal in prescribed form, accompanied by the 


prescribed documents and 
(d) the person do not derive any benefit from the assets. 


Answer-18 


A Limited: 
A Limited can be classified as private company. 60% of shares of A Limited are held by foreign company. If foreign 


company is 100% owned by foreign government, then A Limited would be classified as public company. As the 
ownership structure of foreign company is not known, we cannot classify it as public company. 


B Limited: 
B Limited can be classified as private company because neither the Provincial Government and nor the Federal 


Government solely own 50% or more of the shareholding of company B. 


C Limited: 
C Limited can be classified as private company as 100% shareholding of the company is with local group (non- 
government) and the Provincial, Federal or Foreign Government does not own 50% or more of the shareholding of 


company C. 
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Chapter 5: Definitions 


a) A person has employed 17 persons for the manufacturing of room 


carpets. Explain under two independent scenari 
; í : nari ; 
considered as industrial undertaking or not. os whether he will be 


e He uses human energy, 

e He uses electrical energy. 
b) Company XYZ a listed company has 70% sh 

companies: 

e ABC Private limited company 

e DEF Private limited company 

What is the status of all of the above three companies under the law? 


c) What would be your answer j ; £ 


[Sec.2(29C)(a)(i)(ii)) 

e Notan industrial undertaking 

e It is an industrial Undertaking 

Following are associates: 
© ABC and XYZ [S. 85(3)(e)] 
* DEF and XYZ [S. 85(3)(e)] 
e ABC and DEF [S. 85(3)()) 


areholding in both of two 
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TAX CREDITS 


Charitable Donations [Sec.61] 

Contribution to approved pension iund [Sec.63] 

Miscellaneous provisions relating to tax credits [Sec. 65] 

Deductible allowance for educational expenses [Sec, 60D] 

Tax credit for certain persons [Sec 65F] 

Tax credit for specified industrial undertakings [Sec 65G] 

Tax credit for point of sale machine [Sec 64D] 

Full Time Teacher Allowance 

Foreign tax credit [Sec. 103] 

0. Women Enterprise and its taxation [Clause 19 Part III of Second Schedule] 
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CHAPTER 6 
TAX CREDITS 


SS 


Limits = C is the 
lower of Other considerations 


(a) the amount of | - The fair market value of 
the donations in property shall be 


A person shall be entitled to 
a tax credit for a tax year for 
amount paid or property 


; >) the year, determined at the time İt is 
given as a donation, including the fair | given. 

voluntary contribution or market value of - Cash paid will only 
subscription to: property given qualify for tax credit if 


amount is paid by a 


(a) any board of education crossed cheque. 


or any university in Pakistan 
established by, or under, a 
Federal or a Provincial law; 
(b) any educational 
institution, hospital or relief 
fund established in Pakistan 
by Federal, Provincial or a 
Local Government; or 

(c) any non-profit. 


(b) where the 
person is — 
(i) an individual 
or AOP, 30% of 
taxable income 
(ii) a company, 
20% of taxable 
income 


Charitable 
Donations 


If amount or 
Organization or any persons property is 
eligible for tax credit under donated by 
section 100C; and associate C shall 


(d) entities, organizations 
and funds mentioned in 13th 
Schedule of the Ordinance. 


be in the case of — 
(i) an individual 
or AOP, 15% of 
taxable income 
(ii) a company, 
10% of taxable 
income. 


"A" is the amount of tax payable for the tax year before allowance of any tax credit. 
"B" is the person‘s taxable income for the tax year 


DAZE as 
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Chapter 6: Tax Credits a 
considerations 


The transfer by the 
members of old 
schemes of their 
old balance to the 
new individual 
pension account 
shall not qualify for 


tax credit. 


Limits = C is the lower 
of 

(a) the premium paid by 

the person in the year 


An eligible person earning 
income from salary or 
business shall be allowed a 
tax credit for premium paid 
in approved pension fund 
under the Voluntary 
Pension System Rules, 
2005. 


(b) 20% of the taxable 
income of the person 
for relevant tax year. 


"Eligible Person" means an 
individual Pakistani who 
holds a valid National Tax 
Number or Computerized 
NIC or NIC for Overseas 
Pakistanis issued by 
NADRA. 


Contribution 
to approved 
pension fund 


(A/B)x C 


“Approved Pension Fund” 
means Pension Fund 
approved by SECP under 
Voluntary Pension System 
Rules, 2005. 
"A" is the amount of tax payable for the tax year before allowance 
"B" is the person‘s taxable income for the tax year 


of any tax credit. 


Miscellaneous provisions relating to tax credits [Sec. 65] 
Tax credit allowed from section 61-63 shall not be refunded, carried forward to a subsequent tax year, or carried 


back to a preceding tax year. 


Deductible allowance for educational expenses [Sec. 60D] 
(1) Every individual is entitled to a deductible allowance for tuition fee paid if the taxable income of individual is 
less than Rs. 1,500,000. - 
(2) The allowance allowed shall be lower of: 
(a) 5% of the total tuition fce paid by the individual in the year; 
(b) 25% per cent of the person’s taxable income for the year; and 
(c) an amount computed by multiplying Rs, 60,000 with number of children of individual, 
a ea i nae able to be deducted shall not be carried forward to a subsequent year 
owance shal] be allowed to either of the ishi i ) 
Ss a parents on furnishing national tax number (NTN) or name of the 
(5) The aliowance shall not be considered for calculating i 
soe ing tax deduction under the head sala 
Salary income / annum 
Assume Tax / annum seta 
Salary / month EE IDA 
Tax / month deducted Ra. 100,000 
Lorn = (100,000 — 10,000) a paper 
ile making deduction of Rs. 10,0 ill i i Bn zo 
00 the employer will ignore this fact that employee is entitled for any 


deductible allowance. However the em i i 
a oa, ployee himself will claim this allowance at the end of tax year in his 
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Tax credit for certain persons |Sec 65F] 
Following taxpayers shall be allowed 1 = ; niii 
(9 fulfillment of certain conditions/linitetion T tax credit (including minimum tax and final taxes) upon 
D A bone a T rd rom Coy in Sindh supplying coal to power generation projects; 
e : a a : : 
Export Board. Credit will be ) of Section 2) which is certified by the Pakistan Software 


allowed in the y i , 
r a e in the year of startup and for the following two years; 
(i) Annual retum of income has been filed. 
Pt ti i 
(ii) "e tax statements for relevant tax year have been filed, if person is withholding agent; 
(iii) as sales tax returns for the tax periods (corresponding to the relevant tax year) have been 


Tax credit for specified industrial undertakings [Sec 65G] 


(1) A tax credit of 25% of eligible investment amount is allowed to eligible persons in the year of investment. 


It will be allowed against normal tax payable (including minimum tax and final taxes). Unadjusted amount 
of tax credit may be carried forward to 2 subsequent tax years. 
(2) “Eligible investment” 


ligi means any investment made in the purchase and installation of new machinery, 
buildings, equipment, 


hardware and software except self-created software and used capital goods, 
(3) “Eligible person” means: 


(a) Green field industrial undertaking engaged in: ` 

(i) the manufacture of goods or materials or putting goods or materials to any process which 
substantially changes their original condition or 

(ii) Ship building 
The credit will be allowed only if undertaking is incorporated between 30 June 2019 and 30 June 
2024 and is not formed by splitting up or reconstitution of undertaking already in existence. 

(b) Industrial undertaking set up by the 30th day of June 2023 and engaged in the manufacture of 
plant, machinery, equipment and items with dedicated use (no multiple use) for generation of 


renewable energy from sources like solar and wind for a period of 5 years beginning from the date 
such industrial undertaking is set up. 


Greenfield industrial undertaking” means- 
(a) a new industrial undertaking which is: 
(i) setup on land that is not previously used for any commercial, industrial or manufacturing activity 
(and is free from constraints imposed by any prior work); 
(ii) built without demolishing, revamping, renovating, upgrading, remodeling or modifying any 
existing structure or plant; ’ 
(iii) not formed by the splitting up or reconstitution of an undertaking already in existence 
(iv) using any process or technology that has not earlier been used in Pakistan and is approved by 
the Engineering Development Board; and 
(b) approved by the Commissioner 
This definition is applicable from July 1, 2019 and onwards. 


Tax credit for point of sale machine [Sec 64D] ; 

(1) All Tier 1 retailers are required to integrate with Board's Point of Sale online real time reporting system. A 
tax credit for POS machines will be allowed to them. o. , 

(2) The tax credit will be allowed for the tax year in which the point of sale machine is installed, integrated and 
configured with the FBR's computerized system, at the lower of: 
i. amount actually invested in purchase of point of sale machine; or 
ii. Rs. 150,000/ machine. l , : 

(3) ‘Point of sale machine’ is a machine made for processing and recording the sale transactions for goods or 
services, either in cash or through credit and debit cards or online payments (in an internet enabled 
environment). 
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Full Time Teacher Allowance 
The tax payable by: 
> a full time teacher or a researcher 
» who is employed in a non-profit education or research institution duly recognized by: 
© Higher Education Commission, 
o aoard of Education or 
o «University recognized by the Higher Education Commission, 
including government research institution, shall be reduced by 25% of tax payable on his “INCOME FROM 
SALARY”, 
This clause shall not apply to teachers of medical profession who: 
e derive income from private medical practice or 
e receive share of consideration received from patients. 
1. Teacher is running a private clinic as well — No credit available 
2. Teacher is working in a hospital and is receiving his share of consideration received from patients ~ No 
credit available 
3. Teacher is an employee in a hospital — Tax Credit available 
Note for students: 25% reduction will always be calculated using salaried case Table. (i.e. Table 2 in CH-4), 


Question 


Mr. B is a fulltime teacher of a recognised university. Following data relates to incomes earned by him during the 


tax year 2013, 
Annual taxable salary income 660,000 
100,000 


Capital gains 
Required: Calculate tax liability for the tax year 2013. 
Solution 
Taxable income from salary 
Capital Gain 100,000 
Taxable income 760,000 
Tax liabilOity [(760,000 — 600,000) = 160,000 x 2.5%] (Table 2) 4,000 
Tax reduction on salary [(660,000 — 600,000) = 60,000 x 2.5%] x 25% (375) 
Tax payable to Government 3,625 
2. Foreign tax credit [Sec. 103] 
(1) Where a resident taxpayer derives taxable foreign source income on which foreign income tax is paid, a tax 
credit will be allowed at lower of — 
(a) the foreign income tax paid; or 
(b) the Pakistan tax payable in respect of the income. 
“foreign income tax” includes a foreign withholding tax 
(2) The Pakistan tax shall be calculated by multiplying the average rate of Pakistan income tax to the net foreign- 
source income. 


“average rate of Pakistan income tax” is the % that Pakistani tax is of the taxable income. 


“net foreign-source income” means the total chargeable foreign-source income less deductions which: 


i. relate exclusively and 
ii. can reasonably be allocated 


for deriving foreign income, 
(3) Where a taxpayer has foreign income under more than one head, calculation for each head of income shall be 
separately made. [See Example-2 below] 
(4) For above provision, speculation business shall be treated as a separate head of income. 
(5) Following is the order for tax credits: 
(a) foreign tax credit (allowed under section 103); then 
(b) tax credit allowed on charitable donations and tax credit on contribution to approved pension fund (ws 
61-63); and then 
(c) tax credit for advance tax paid (u/s 147). 
(6) The foreign tax credit shall not be: 
e refunded, 
e carried back to the preceding tax year, or 
ə carried forward to the following tax year. 


— r °° OOO 
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I rt 


A credit shall be allowed only if the foreign ; ; ae : 
which the foreign income was derived, "gn Income tax is paid within 2 years after the end of the tax year in 


Example 

Mr. Umer has earned income from prope 

treatment? 

Answer 

He will be allowed a tax credit at lower of 
- Foreign tax paid 
- the Pakistan tax 


rty in Canada on which he has paid foreign income tax. What is the tax 


payable in respect of the income. 


Women Enterprise and its taxation [Clause 19 Part III of Second Schedule] 


Definition 

Woman enterprise means a start-up established on or after first day of July 2021 as: 
e sole proprietorship concern owned by a woman or 
e an AOP all of whose members are women or 


e acompany whose 100% shareholding is held or owned by women 


Taxation 
Tax payable by women enterprise on profits and gains of business shall be reduced by 25%. This benefit will not be 
available to business that is formed by the transfer or reconstitution or splitting up of an existing business. 


Example-1 
Mr. Ubaid has disclosed the following information. 


Income from business 
Income from capital gain 
Donation to non-profit organization 


Solution 
Income from business 
Income from capital gain 
Total Income 
Less: Zakat 
Taxable income 
Tax liability (7.5% x 18,100) (Table 1) 
Less: Tax credit u/s 61 (1,358/618,100 x 30,000) 
(Cis lower of: 30,000 or 30% of 618,100) 
Tax payable to government 
xa 2 


Following data relates to net incomes earned by Mr. Umer Ali during tax year 2013 


Foreign source income from business 
Foreign tax on income from business 
Foreign source income from other sources 
Foreign tax on income from other sources 
Pakistan source income from business 
Pakistan source income from salary 
Required: Compute the tax liability? 


Chapter 6: Tax Credits 


Solution 
Pakistan source income 
- Salary income 
- Business income 
Foreign source income 
- Income from other source 
- Business income 
Taxable income 


Computation of tax liability 
Tax liability {75,000 + (20% x 450,000)} (Table 1) 
Less: Foreign tax credit on income from business: 


Lower of: 
a) Pakistan average rate of tax (165,000/1,650,000 x 100,000) 


b) Foreign income tax paid 


Less: Foreign tax credit on income from other sources: 


Lower of: 
a) Pakistan average rate of tax (165,000/1,650,000 x 250,000) 


b) Foreign income tax paid 
Payable to Government 


Example-3 
Mr. Atif has disclosed the following information for TY 2010. 


Income from business — Pakistan 
Income from business — Ethiopia 
Income from capital gain — Pakistan 
Income from capital gain — China 
Foreign taxes paid on: 

- Business (Ethiopia) 

- Capital gain (China) 
Charitable Donation made to approved non-profit organization 
Contribution to approved pension fund under Voluntary Pension System Rules 
Required: Calculate tax liability? 


Solution 
Income from business — Pakistan 
Income from business — Ethiopia 
Income from capital gain — Pakistan 
Income from capital gain — China 


Tax payable to Government 


Less: Tax credit u/s 61 (88,676/1,700,000 x 
(C is lowerof; 10,000 or 30% of 1,700,000) 
Less: Tax credit u/s 63 (88,676/1,700,000 x 20,000) 
(C is lower of: 20,000 or 20% of 1,700,000) 


Tax liability {75,000 + (20% x 500,000)} (Table 1) 
Less: Tax credit on foreign source income: 
- Business income (W-1) 
- Capital Gain income (W-2) 


10,000) 


10,000 
10,000 


25,000 
80,000 


25,000 
130,000 
—— 


400,000 
500,000 
350,000 
450,000 


40,000 
250,000 
10,000 
20,000 


400,000 
500,000 
350,000 
450,000 
1,700,000, 


175,000 


(40,000) 
46,324 
88,676 
(522) 


(1,043) 


111 
87,11 
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s 


-1 
w Credit on foreien source business income 


Lower of: vai 

Actual foreign income tax paid 40,000 

Pakistani tax (175,000/1,700,000 x 500,000) 51,471 

(W-2) i ; 
Tax Credit on foreign source capital gain income 


Lower of! — 
Actual foreign income tax paid 250,000 


Pakistani tax (175,000/1,700,000 x 450,000) 46,324 


xam le-4 


40,000 


46,324 


Mr. Yasir has disclosed total income of Rs. 1,400,000 for TY 2013 and paid Zakat of Rs. 200,000. He has further 


disclosed the following:- 

- He paid Rs. 70,000 for education expenses of his 2 children. 

- Hehas made donation of Rs. 50,000 to non-profit organization through cross cheque. 
- He contributed Rs. 70,000 in an approved pension fund. 

Required: 

Calculate tax liability for TY 2013? 


Solution 


Total income 
Less: Zakat 


Less: Education expenses of children 
- 5% of 70,000 = 3,500 
- .25% of 1,200,000 = 300,000 
- 2x 60,000 = 120,000 
Taxable income 
Tax liability {15,000 + (15% x 396,500)} (Table 1) 
Less: Tax credit 
ws 61 (W-1) 
w/s 63 (W-2) 


Payable to Government 


Workings 

l. u/s 61 

AJB x C = 74,475/1,196,500 x 50,000 = 3,112 
Cis lower of (50,000 or 30% of 1,196,500) 

2. u/s 63 

AJB x C = 74,475/1,196,500 x 70,000 = 4,357 
Cis lower of (70,000 or 20% of 1,196,500 


` 1,400,000 
(200,000) 
1,200,000 


(3,500) 


1,196,500 
74,475 


(3,112) 
4,357 


(7,469) 


67,006 


Chapter 6: Tax Credits 
ICAP PAST PAPER QUESTIONS 


Question-1 = 
Mr. Hamza intends to donate Rs. 5 million in cash to the following institutions: ; 
Schedule to the Income Tax Ordinance, 2001. 


An institution whose name is listed in the 13" 


E 
king for the promotion of education in rural arcas of Pakistan 


e A nonprofit organization wor! motic 
Explain the impact of the above donations on the tax liability of Mr. Hamza. (4) 
(Q.4 (a) March 2007) 

Question-2 f l 
2007, Mr. Yahya, a resident person, derived an income of Rs. 1,500,000 from his business in 


During the tax year l ’ ; : 
Pakistan. He has also carned an amount of US$ 30,000 from his business in a foreign country on which he Paid 
income tax to tax authorities of that country, amounting to US$ 10,500. Compute the tax liability of Mr. Yahya fo, 


the tax year 2007, Note: USS | = Pak Rupees 60 (4) 

. (Q.4 (b) September 2007) 
Question-3 l 
Mr. Zulgamain intends to make donations to certain charitable institutions. You are required to advise him on the 
following: i , 
i) The types of institutions to whom the donation(s) would entitle him for tax credit. 
ii) The method of calculation of tax credit (8)(Q.5 (a) March 2008) 
Question-4 

d owns a property abroad. During the year, he received rent amounting to Rs.3 


Mr. Bukhari is a resident person an 
million from that property. The tax on rental income has been duly paid abroad and there is no tax treaty between 


Pakistan and the country in which the property is situated. 
Explain the tax treatment of rental income received by Mr. Bukhari in Pakistan. (3) 
(Q.4 (a) March 2009) 


uestion-5 
State the provisions of Income Tax Ordinance, 2001 pertaining to foreign tax credit available to a resident taxpayer. 
(6) (Q.2 (b) September 2009), (Q.3 (c) September 2012) 


. Question-6 
Mr. Qamar intends to donate an amount of Rs. 10 million to certain educational and welfare institutions. In your 
capacity as his tax consultant, explain the tax relief which may be available in respect of such donation and the 
(9) 


conditions he must fulfill to avail such relief. 
(Q.2 March 2010) 


Question-7 
Mr. Faisal is a resident taxpayer and has been providing consultancy services to local and foreign clients since 2003. 
A friend has informed him that under the Income Tax Ordinance, 2001 he can claim a tax credit against any foreign 


income tax paid by him on his foreign source income, 
Required: Explain the provisions of the Income Tax Ordinance, 2001 pertaining to foreign tax credit available to a 
(6) 


resident taxpayer. 
.3 (b) September 2010) 
Question-8 (Q.3 (b) Sep 


Mr. Ashraf made the following donations during the income year 2015-2016: 


(a) Rs. 200,000 in cash to a relief fund sponsored by the Government. 

(b) Personal car to an institution approved as non-profit organisation, This car was purchased by Mr. Ashraf 
four years ago at the cost of Rs, 800,000. The fair market value is Rs, 600,000. 

(c) Medicines to a private hospital purchased at the total cost of Rs. 100,000. 


Required: Explain the tax credits for donation which may be claimed by him, 


Question-9 

Determine the amount of deductible allowance that a resident individual can claim on account of education 

expenses, if his taxable income for the year was Rs. 800,000 and he paid monthly fee of Rs. 6,000 per child for his 
(02) 


three children. 
Question-10 (Q.2 (c) September 2017) 
uestion- 
(06) 


Differentiate between deductible allowances and admissible deductions, Give three examples of each 


<= 0. 0 
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Question-11 (Q.3(b) Sep. 2020) 


n iinis whieh cop return ri fulfilled for equal to 100% of the tax payable. Also specify the 
to charitable organisation) or availing the said tax credit. (Ignore tax credit available 


(Q.2 (c) March 2022) 
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ICAP PAST PAPER SOLUTIONS 


Answer-1 - 

onation to an institution whose i i 5 dule and to -protit or : ti 
Mr. Hamza shall be entitled to a tax credit in respect of any sum paid in the tax year as a donation to any non-profit 
organization, 


Donation should be through cross cheque. , 
The amount of Mr. Hamza’s tax credit allowed for the tax year shall be computed according to the following 


formula, namely:- 

(A/B)*C é 
A is the amount of tax assessed to him for the tax year before allowance of any tax credit 
B is the taxable income for the tax year; and 
C is the lesser of - 


(A) the total amount of donations 
(B) thirty percent of taxable income of the person for the year 
If amount or property is donated by an associate C shall be 15% of taxable income. 


Answer-2 
ncome from business — Pakistan source : 1,500,000 


Income from business — Foreign source (30,000 x 60) 1,800,000 

Taxable Income 3,300,000 

Tax liability {465,000 + (30% x 300,000)} (Table 1) 555,000 

Less: Foreign tax credit, Lower of: 

- Actual Foreign tax paid (10,500 x 60) 630,000 

- Pakistani tax payable in respect of FSI (555,000/3,300,000 x 1,800,000). 302,727 _(302,727) 
252,273 


- Zulqarnain shall be entitled to a tax credit in respect of any sum paid in the tax year as a donation to: [S.61] 
Any board of education or any university in Pakistan established under a Federal or a Provincial law; 


Any educational institution hospital or relief fund established to run in Pakistan by Federal Government or 
a Provincial Government or a local authority; or ‘ 


any non-profit organization or any persons eligible for tax credit under section 100C; and 
entities, organizations and funds mentioned in 13th Schedule of the Ordinance. 


amount of Mr, Zulqarnain’s tax credit allowed for the tax year shall be computed according to the following 
ula, namely:- 
(A/B)xC 


is the amount of tax assessed to him for the tax year before allowance of any tax credit 


is his taxable income for the tax year; and 
is the lower of - 


(i) the total amount of donations 


(ii) thirty per cent of the taxable income of the individual for the year 
If amount or property is donated by an associate C shall be 15% of taxable income. 


The benefit of a cash donation shall be allowed only if it is paid by a crossed cheque. 


Rental income earned by Mr. Bukhari is foreign source income, As he has paid the forei d 
a credit in respect of foreign tax paid, [S.103] P reign tax so he will be allowe 


The credit will be calculated as lower of; 
a Income tax paid abroad; and 
° Pakistan tax payable on foreign-sourced income. 


menur Spone 
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Mr, Qamar shall be entitled to a tax credit in respect of any sum paid in the tax year as a donation to: 
(i) Any board of education or any university in Pakistan established nite a Federal d = Provincial law; 


i Any educational institution hospital or relief fund 
(ii) a Provincial Government or a local authority; or established to run in Pakistan by Federal Government or 


-profit organization or an 
(iii) any non-profit org y persons eligible for tax credit und t ; 
(iv) entities, organizations and funds mentioned in 13th Schedule ofthe n. ii 


The amount of Mr. Qamar’s tax credit allowed for the tax year shall be computed according to the following 
formula, namely:- 
(A/B)*xC 


A is the amount of tax assessed to him for the tax year before allowance of any tax credit 
B is his taxable income for the tax year; and 
C is the lesser of — 

(i) the total amount of donations 


(ii) | 30% ofthe taxable income of the individual for the year 


If amount is donated by an associate C shall be 15% of taxable income. 
The benefit of a cash donation shall be allowed only if it is paid by a crossed cheque. 


Answer-8 

Mr. Ashraf 

Sub: Tax credit for Donations w/s 61 of the Income Tax Ordinance 2001 

Dear Sir, 

We explain as under allowance for donation, which you can claim under the provisions of section 61 of the Income 

Tax Ordinance, 2001: 

(a) Under section 61(4), a taxpayer is entitled to a tax credit in respect of any sum paid through crossed cheque. As 
in your case the payment has been made in cash, you cannot claim the tax credit on the donation stated above. 

(b) Donations given to an approved non-profit organization in kind are admissible under section 61 of the Income 
Tax Ordinance, 2001. - ; 

(c) Medicine to a private hospital purchased at the total cost of Rs. 100,000. Donation to private hospital is not 
admissible under section 61 of the Income Tax Ordinance, 2001 and tax credit on donations is only admissible 
where the said donation is paid to the non-profit organization. 


Section 61 of the income tax ordinance, 2001 also requires that the aggregate amount of the donation must not be in 
excess of 30% of the taxable income in the case of an individual assesse. 
If amount or property is donated by an associate C shall be 15% of taxable income. 


Deductible allowance for educational expenses shall be allowed at lower of; 
a, 5% of total tuition fee paid by the individual in the year which is Rs, 10,800 (Rs. 6,000 x 3 children x 12 


months x 5%) o 
b. 25% of the person's taxable income for the year which is Rs, 200,000 (Rs. 800,000 x 25%) 
c, amount computed by multiplying Rs. 60,000 with the number of children of individual which is 


Rs. 180,000. (Rs. 60,000 x 3 children) 
Thus the amount of deductible allowance that he can be claimed is Rs, 10,800. 


SE nan 
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Answer-10 ; 
An admissible deduction is specific to a particular head of income and is deducted from income under that head 
Where total deduction allowed to a person for a tax year under a head of income exceed the total amounts 
chargeable to tax, the person shall be treated as sustaining a loss for that head, [S. 11 (3)] 

Some examples of admissible deductions are: 

- Tax depreciation 
- Initial allowance 
- Salaries 

- Rent expense 

- Repair expense 
d from the total income. An allowance for a tax year that is not fully 


A deductible allowance is deducte e 
deducted shall not be carried forward. Examples of deductible allowance are: 


- Zakat 
- Workers welfare fund 


- Workers participation fund 
Deductible allowance for educational expenses [S.60 D] 


Answer-11 , 
Following taxpayers shall be allowed 100% tax credit (including minimum tax and final taxes) upon fulfillment of 


below mentioned conditions/limitations: 
(i) Persons engaged in coal mining projects in Sindh supplying coal to power generation projects; 
A startup (as defined in Clause (62A) of Section 2) which is certified by the Pakistan Software Export 


(ii) 
Board. Credit will be allowed in the year of startup and for the following two years. 


Following are the conditions: 
(i) Annual return of income has been filed. 
(ii) Withholding tax statements for relevant tax year have been filed, if person is withholding agent; and 


(iii) | Monthly sales tax returns for the tax periods (corresponding to the relevant tax year) have been filed. 
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LECTURE NOTES 
Question-1 


Mr. Tanveer was working as a Marketing Head with Consumer Products Ltd (CPL) Private company at following 
emoluments: 


(i) Basic Salary Rs.100,000 per month 
(ii) Utility allowance Rs.40,000 per month 
a) In addition to the above cash emoluments, he was provided with a Honda Civic car, exclusively 


for official use. The cost of car to the Company was Rs.1,000,000. He got retired on March 31, 
2021. As per company’s policy, the car was sold to him during the year at the WDV of Rs. 
200,000 whereas the FMV of the same at the time of sale was Rs.300,000. 


b) He was provided with furnished accommodation for which CPL Pakistan Ltd paid a rent of 
Rs.25,000 per month. 


c) On retirement he received Rs.300,000 from gratuity scheme approved by FBR. He also received 


Rs.600,000 from un-appproved commutation of pension. Both payments are credited to his bank 
account in foreign country, 


d) Loan of Rs.700,000 was given to him on | August 2015 at 6% per annum. It was repaid on 
retirement. . 


e) During the year, Tanveer recorded gain on disposal of shares. Details are as under: 


: Purchased | Gain/(loss) ony 
Name of investee company Sold on disposal (Rs.) | 


Moon Limited - a listed compan 15 Sep 2020 1 Jan 2017 00,000 
Planet Limited - a listed company l. Feb 2021 1 Jan 2018 1,250,000 


f) Zakat of Rs. 50,000 was paid as per Zakat & Usher Ordinance. 
g) Tanveer Paid Rs. 35,000 as donation to approved non-profit organization, 


Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the taxable income 
and net tax payable by or refundable to Tanveer for the year ended 30 June 2021. 
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INCOME FROM SALARY 


CASA Sy Ys 


Definitions [Sec. 2] 

Salary [Sec. 12] 

Value of perquisites [Sec. 13] 

Self hiring of property [S. 15(5)] 

Employee share schemes [Sec. 14] 

Foreign source salary of resident individuals [Sec. 102] 
[Section 51(2)] 

Important Exemptions in Second Schedule Part 1 
Taxation of Provident Fund 
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CHAPTER 7 


INCOME FROM SALARY 


Definitions [Sec. 2] : 

(20) “employee” means any individual engaged in employment; 

(21) “employer” means any person who engages and remunerates an employee; 

(22) “employment includes — 
(a) a directorship or other office involved in the management of a company; 
(b) a position which gives the employee a fixed or ascertainable remuneration; or 
(c) the holding or acting in any public office; 


a) Any remuneration paid to the directors for the purposes of rendering management services to the company will 
fall under the definition of employment. 

b) Itincludes a person which is remunerated on the basis of sales made by him. 

¢) Public offices refers to MNAs and MPAs. 

Note: 

It's important that master servant relationship exists between the person who is using the service and the person 

who is rendering the service. If it does not exist, it will not be treated as an employment, rather it will be 

considered as independent service rendered to the person who has hired him. 

Example 1 

The relationship between Crescent college of accountancy and permanent faculty member is an employment 

relationship, while the relation between Crescent college of accountancy and visiting faculty member is not an 

employment relationship. 

The remuneration paid to the permanent faculty member is fixed irrespective of number of lectures taught by him, 

while the remuneration paid to the visiting faculty member varies with the number of lectures taught by him. 

Example 2 

ABC company is in the business of repairing computers, The company has engaged Mr. Aslam on a monthly salary 

of Rs. 30,000 and his job is to repair the computers of the company. One of the computers was damaged badly due 

to some mishandling. The company called Mr. Babar from Hafeez centre who charged the company Rs. 200/ hour 

for three hours worked by him. l 

The relationship between ABC company and Mr. Aslam is an employment relationship, while the relationship 

between ABC company and Mr, Babar is not an employment relationship because he is providing services in an 

independent capacity. 


, shall be chargeable under the head “Sala 


Mr. Syed Aamir Ali is working as CFO in a company. He joined the company on August 1, 2010. In TY 2011 his 
Salary per month was Rs. 30,000 and in TY 2012 his salary per month was Rs. 40,000. As per the policy the 
company pays salary to the employee on the 2" day after the end of each month. Calculate his salary income for 
TY 2011 and 2012 on the basis of available information. 


lary I 1 
(10 months x Rs 30,000/month) = Rs. 300,000 
Ust receipt is in the month of September) 
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When a salary is treated to be received 


A person shall be treated as having received an amount, be 


nefit, or perquisite if it is — 


a) actually received by the person; 
b) applied: 


c) Made available to the 


a) 
b) 


c) 


In 


b) 


c) 


The salary will be paid in the mont 


Conclusion 
No sum is received in June 2008. 


a. on behalf of the person, 

b. at instruction of the person or 
c. under any law; or 

verson. [Section 69 
Mr. A has received the salary in cash. 


Applied on behalf , i 
Employer deducts Rs. 2,000 per month from employee’s salary and deposits the same amount in a 
provident fund maintained on behalf of the employee. 


At the instruction of person s ; 
Mr. Sheikh is working as an employee in a company. He has instructed to pay Rs. 10,000 as club 


membership fee 

Under any law 

Mr. Amjad is working as an employee in company on a 
‘no to Rs. 25,000.The Court passed an order to the 


default in the payment of property tax amounting s t 
company to deduct Rs 25,000 from his salary and deposit the same amount in Government treasury, 
When the employer will follow the instructions, the employee will be treated to have received the 


salary. 
Made available to the person 
Employer has handed over the cheque to the employee. Employer has provided to employee the 
benefit in kind instead of cash. 
Chairs given to an employee instead of sala 


the month of June 2008 PTCL 


(benefit in kind). 


recorded salary payable in its financial records of an employee Mr. Shafqat. 
h of July 2008. Is the salary will be assumed as received in June 2008? 


re, including — 


any pay, wages or remuneration provided to an employee, including leave pay, payment in lieu of leave, 
overtime, bonus, commission, fees, gratuity or work condition supplements (such as for unpleasant or 
dangerous working conditions): ‘ 


It will be discussed in upcoming paras. 
Work condition supplements 

fa we > a TAS which produces some medicines. During the process of manufacturing some 
Pca peer x ar fn e be health of employees. In compensation for working in such 
eanaerous cs 00 per month to employee. It will be Salary income of Mr. A. 
Perquisites will be discussed in section 13. 


any allow i 7 . 
pad eh ariba = employer including a cost of living, subsistence, rent, utilities education, 
Explanation: Any allowance olh paaa ae ae solely expended for performing official duties; 
1. allowance which is paid i in the performance of employee’ i 4 
ich is paid in monthly salary on fixed basis or st = | rein gi 


hol ; X l ‘ y 


—e— I IüġON 
—_ 


CamScanner 


Chapter 7: Income from Salary 


Summary of Section 12 (2) (c) 
Allowance 


Not for 


official duty Aey 


official duty 


House Rent Allowance 


Entertainment Allowance 


If it is monthly, One off type 
Subsistence Allowance weekly, daily or 


Utility Allowance it is a % of salary Not taxable 


Example 


Mr. Bilal is working as an executive in a beverage company. He has provided you with the following details in 
order to calculate his taxable income. 


Rs. 
Basic salary per month 100,000 


House rent allowance per month 30,000 
Allowance for official duty is 5% of basic salary 
He received an allowance of Rs. 600,000 for attending a business meeting in foreign country. He spent Rs. 


450,000, 

Solution 

Basic salary (100,000 x 12) 1,200,000 
House rent allowance (30,000 x 12) 360,000 
Allowance for official duty (1,200,000 x 5%) 60,000 
Allowance for meeting > 
Taxable Income 1,620,000 


e) the amount of any profits in lieu of, or in addition to, salary including any amount received — 
i) by a person for agreeing to enter into an employment relationship; 
ii) by a person for agreeing to any conditions of employment or any changes to those conditions; 
iii) on termination of employment, including compensation for redundancy or loss of employment and 
olden handshake payments; 
iv) fea a provident u other fund, if it is not a repayment of contribution by the employee [It will be 
discussed at the end of this document]; and 
v) by a person for agreeing to a restrictive covenant for any past, present or prospective employment; 


AEE o a a 
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Example (e): — a l 
Mr. Arif is a CFO of Multi Billion(MBL) Ltd., which is a leading ee bank. A new | 
company, Pak Japan Ltd. (PJL) has recently established with the strategy of acquiring top 


executives from the market. PJL has approached Mr. Arif to work as a CFO. PIL offers him ą 


handsome salary along with following benefits: a l 
» Rs, 200.000 for agreeing to enter into contract of employment with PJL and leaving MBL 


> faery i condition that Mr. Arif will not enter into contract with any other 
company for a period of 5 years. [example of (v)] 
> Other terms: | 
- During the term of employment, Mr. Arif will not be posted abroad. If Mr. Arif is posted 
abroad, he will be paid compensation. [example of (ii)] 


- If due to recession, PJL intends to layoff the employees, each employee will have an 
pt voluntary retirement in consideration of some 


option to continue employment or o 


termination benefit. [example of (iii)] 
All such amounts shall taxable under the head “Income from Sala 


mas 


f) any pension, annuity and 
E) Any amount chargeable ws 14. 
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(3) T salary to employee 
Where an employer agrees to tax i 
up by the tax ble by emp ea £ Apiesa salary, the employee's salary income shall be grossed 
Note: Requirement in all questions is to calcul PET 
SE ulate the tax liability, 
Mr. A provided following: 
Basic Salary 
House Rent allowance rpg 
Tax on salary is to be borne by employer. * 
Answer: Income from Salary 
Basic Salary (340,000 x 12) 4,080,000 
House Rent allowance (130,000 x 12) 1,560,000 
5,640,000 
Add; Tax Benefit (W) 1,430,160 
‘Salary Income 7,070,160 


Tax liability (Table 2) (1,095,000 + 35% of 1,070,160) 
Less: Tax already paid by the employer 
Tax payable with return 
‘*(Ideally it should be Rs. 0 but we have stopped calculation at Step 3 so it is not zero.) 


Working: 


Step 1 Salary Income 5,640,000 


Tax on above (Table 2) (435,000 + 27.5% of 2,040,000) 
Step 2 Salary Income (5,640,000 + 996,000) 6,636,000 
' Tax on above (Table 2) (1,095,000 + 35% of 636,000) 
Step3 Salary Income (5,640,000 + 1,317,600) 6,957,600 
Tax on above (Table 2) (1,095,000 + 35% of 957,600) 


Question-2 
Mr. A provided following: 

Basic Salary 

House Rent allowance 

Capital Gain 

Tax on salary is to be borne by employer. 
Answer 

Income from salary 
Basic Salary 

House Rent allowance 


_7 — (340,000 x 12) 
(130,000 x 12) 


Add: Tax Benefit (W) 
Salary Income 

Income from Capital Gain 
Taxable Income ; 

Tax liability (Table 2) (1,095,000 + 35% of 1,670,160) 
Less: Tax already paid by the employer 

Tax payable with return 


Workings a 5,640,000 

a ncome 

P Taxon above (Table2) (435,000 + 27.5% of 2,040,000) diti 

Step2 Salary Income (5,640,000 + 996,000) 6,000) i 
Tax on above (Table 2) (1,095,000 + 35% of 636, vee 

Step3 Salary Income (5,640,000 + 1,3 e 600) ; a 
Tax on above (Table 2) (1,095,000 + a 


(1,430,160) 


*39,396 


996,000 


_1,317,600_ 


1,430,160 


__1,560,000_ 


1,430,160 


__7,670,160_ 


(1,430,160) 
a hela 


eS 


1,469,556 


340,000/m 
130,000/m 
600,000 


4,080,000 


5,640,000 


7,070,160 
600,000 


1,679,556 


249,396 


996,000 


1,317,600 


1,430,160 


NE ee 


Question-3 


Mr. B provided following detail: 40,000/m 
Basic Salary 30.000 
House Rent allowance 1900/m 
Tax of Rs, 500 will be borne by employer. 

Answer; 480,000 
Basic Salary 360,000 
House Rent allowance 840,000 
Add: Tax Benefit -m 
Tax able Income —, 


Tax liability (2.5% x 240,500) (Table 2) ds 3 
Less: Tax paid by employer 


Tax payable with return 5,513 


Mr. A ided following dat 
r. A provided following data: 
Basic Salary yt 
House Rent allowance an m 
Bonus paid 0,000 
Employer will himself pay tax on employee salary. 


Answer 
Basic Salary (90,000 x 12) 1,080,000 
House Rent allowance (60,000 x 12) 720,000 


Bonus 200,000 
2,000,000 


Tax Benefit _ (W) 131,172 
Taxable Income 2, 131,172 


Tax liability (15,000 + 12.5% x 931,172) (Table 2) 131,397 
Less: Tax already paid by employer (131,172) 


225 


Working: 
Step 1 Salary Income 2,000,000 
Tax on above (Table 2) (15,000 + 12.5% x 800,000) 115,000 
Step2 Salary Income (2,000,000 + 115,000) 2,115,000 
Tax on above (Table 2) (15,000 + 12.5% x 915,000) 129,375 
Step3 Salary Income (2,000,000 + 129,375) 2,129,375 
Tax on above (Table 2) (15,000 + 12.. ‘4x 929,375) 131,172 
(4) No deduction shall be allowed for an expense paid by an employee under the head “Salary”. 
(5) ii anoun; by an employee if it is paid: 
ce ‘ i i 
a i s employer, an associate of the employer, or a third party under an arrangement with 


b) bya past or Prospective employer; or 
c) to the employee or an asso 


n ciate of the employee or a third party under an agreement with the 
(6) w 
redundancy or loss of employment and golden termination of employment, including compensation for 


Commissioner, handshake (as per S.12 (2) (e) (iii)] may, by notice to 


A/B% 
A is the tax paid by the employee on the e ' 
B is the employee's taxable income for 3 aye s vine income for 3 preceding tax years and 


Chapter 7: Income from Salary 


Note: If there is a loss, say in one of the 3 prccading 
[A è me tax years then we will take the average of remaining 2 
anni - 
Question — 


to Rs. 950,000 


tails of preceding four tax years ta i on 
see liability, E y xable income and tax liability is as follows. Calculate his taxable income 


Taxable Income Tax liabili 
600,000 10,000 
2008 1,000,000 


ŘS 800,000 24,000 
age gers ang pen 900,000 36,000 


Treating Golden hand shake receipt in normal way 
Income from salary (W-2) 


Taxable income 
Tax liability (Table 2) (15,000 + 12.5% x 370,000) 


Treating Golden hand shake receipt as a separate block 
Income from salary 


Total income 
Less: Golden handshake separate block 
Taxable income — taxable under NTR 


1,570,000 
1,570,000 
61,250 


ili 
Tax liability on salary income other than golden hand shake (20,000 x 2.5%) 
Add; Tax on Golden hand shake (950,000 x (W-1) 4%) 


As the tax liability is lower in the case the golden shake is treated as a separate block, therefore this option is 
feasible for taxpayer. 


: 
ee EE E 
aa ae E TET 


Average rate 108,000/2,700,000 4.00% 
(Working-2) 
e 4 
Siok %~ (40,000 x10) 400,000 
eener cihaaaine -.“ (2,000 x10) 20,000 
ne rent allowance ATR) ; ari 
olde —— 
n handshake 1,570,000 
i 
» 


=m aaa 
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a n a 


(7) Where — ) r 
a) any salary is paid to an employee in arrears; and 
b) ns of this employce’s income is charged at higher rate as compared to the rate that was applicable 


if the salary was paid in the year he rendered the services, he may, give notice to the Commissioner. 


and elect the rate applicable in the year in which he earned salary. i 
The above option can be exercised by due date of furnishing return of income. Commissioner may allow a 


longer period. [S.12 (8)] 


a following inf ti 
; isclosed the following information. 
Mr. Shoaib has disclosed the saa 


a 


given in TY 2010 and all othe, 


Due to some disturbance in city the salary of last 4 months of TY 2009 was 
payments were made on time. 


You should assume the following slab rates: 
0 to 200,000 0% 
200,001 — 400,000 1% 
400,001 — 650,000 2% 
650,001 — 900,000 6% 
Answer 
Option 1(On received basis) 
TY 2009 
Taxable Income (30,000 x 8) 240,000 
Tax Liability (240,000 x 1%) 2,400 
TY 2010 
Taxable Income (30,000 x 4) + (50,000 x 12) 720,000 
Tax Liability (720,000 x 6%) 


Option 2(On accrual basis) 


TY 2009 . 
Taxable Income (30,000 x 12) 360,000 
Tax liability (360,000 x 1%) 3,600 
TY 2010 
Taxable Income (50,000 x 12) 600,000 
Tax liability (600,000 x 2%) ; 12,000 
Tax Payable: l 
- Option 1 (2,400 + 43,200) 45,600 
-  Option2 (3,600 + 12,000) 15,600 
Therefore option 2 is feasible 


Value of perquisites [Sec. 13] 


(3) Rule 5-Income Tax Rules 2002 


Following will be added in the income if em 

Partly for personal and | 5% of 

partly for official use (a) the cost to the employer for acquiring the motor vehicle; or 

(b) The fair market value of the motor vehicle at the commencement of the 
lease, if it is taken on lease. 

10% of 

(a) the cost to the employer for acquiring the motor vehicle; or 

(b) The fair market value of the motor vehicle at the commencement of the 
lease, if it is taken on lease. 


loyer has provided emp 


loyce a motor vehicle in a tax year: 


For personal use only 


For official use 


Running and maintenance benefit for car will be separately taxable, 
| [Part of syllabus 
> For above rule, “employee” includes a director of a company. 


—3) o 
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If in the question it is mentioned that employee is 
this will not be deducted because as per law only 


paying anything to employer in respect of service availed then 
sle: Chapter 19 (September 2011 10% or 5% is to be added as the case may be. 


uestion-! Car acquired through purchase (by the emplover 


Mr. Akif is a director of Multi Tech Ltd. The company has provided him a car as a part of his salary package. 


The cost of the car purchased by company is Rs. 1,000 > 
j - 1,000,000. | 
income if the car has been provided for personal use ae 00. Compute the amount to be added in the salary 


Answer-| 
Amount to be added in salary income - (10% x Rs. 1,000,000) 100,000 


Question-2 Car acquired on lease (by the employer) 
Mr. Akifis a director of Multi Tech Ltd. The company has provided him a car as a part of his salary package. 
The fair market value of the car is Rs. 1,200,000 at the inception of lease. Gross lease rentals payable by the 
employer amounts to Rs. 22,000 per month for five years. Compute the amounts to be added in the salary 
income of Mr. Akif if. 

(a) The car has been provided for both official and personal use 

(b) The car has been provided for personal use only. 
Answer-2 
(a) Amount to be added in salary income: (5% x Rs. 1,200,000) 60,000 
(b) Amount to be added in salary income: (10% x Rs. 1,200,000) 120,000 


Note: Answer-2 
Value (for the purpose of Rule 5) on the basis of gross lease rentals is irrelevant i.e. Rs. 1,320,000 (22,000 per 
month x 12 months x 5 years) is irrelevant. We will use fair market value at the inception of lease. 
(5) Where, the services of a housekeeper, driver, gardener or other domestic assistant are provided by an 
employer to an employee, the following shall be added in the salary income: 
- the salary paid by employer to person providing service less amount paid by employee to employer., 
“services” includes the provision of any facility; 


Question 


Mr. Usman Safdar is working as an officer in a company and he has been provided with following benefits 


per month. 
10,000 per month 


The above payment to driver, gardener and house keeper is made by the company directly. Mr. Usman Safdar 
pays to the company Rs. 3,000 per month in respect of services of house keeper, — 
Compute the amount of taxable salary for the tax year 2011 assuming that if driver is hired from market an 


amount of Rs. 12,000 is to be paid to him. 


Answer 
Basic Salary (80,000 x 12) 
Benefits: 
Driver: (10,000 x 12) 
Gardener (7,000 x 12) 
Housekeeper ((5,000-3,000) x 12) 


960,000 
120,000 
84,000 
24,000 


1,188,000 


Taxable income from sala 


(6) If utilities are provided by an employer to an employee, the “Salary” shall include the fair market value of 


the utilities less amount paid by the employee to employer. 
“utilities” includes electricity, gas, water and telephone. 


En Lae 
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Question 
Mr. Asfand is working for Mr. Asim. As per the terms 
utility bills of the accommodation to the service provide 
nominal amount of Rs. 2,000 per month to the employer. Th 
tax year for utilities for Asfand’s accommodation is as follows: 


of employment the employer pays directly for the 
rs of utilities against which employee has to pay a 
e actual cost incurred by employer in whole of the 


Water 100,000 
i 200,000 

Basic salary per month is Rs. 50,000. Calculate taxable income. 

Answer on 

Basic salary (50,000 x 12) . i 

Cost incurred by employer (100,000 + 200,000 + 30,000) E 

Less: Paid by employee to employer (2,000 x12) (24,000) sa 

Taxable income ,000 


(7) Interest free/concessional loan 


Where a loan is provided by an emp loyee the sala 


[Scenario 
paid by an employee : 
Where profit (interest) on loan paid by | The difference between the profit on loan paid by the employee 
employee is less than benchmark rate and profit on loan computed at the benchmark rate 


However nothing will be added in the salary income if: 


e the loan is upto Rs. 1,000,000. 
e the interest benefit is arising because employee has waived the interest to employer when employee had 


provided the loan to the employer. (for example as in case of provident fund sometimes) 


It means that if the employee has given an interest free loan to the employer and in compensation 
employer also gives to the employee an interest free loan than nothing will be added in salary income of 
employee irrespective of the fact that he is earning a benefit. 


“BENCHMARK RATE” MEANS -- 
(i) for the tax year 2003, a rate of 5% per annum; and 
(ii) the rate for each coming year will be increased by 1%, but a cap will be placed at 10%. 
So rate for current and coming years is fix at 10%. 
Question 
Mr. Aafaq is an employee of ABC company. Mr. Aafaq has availed a loan of Rs. 2,000,000 in tax year 2012. 
What amount shall be added into his income from salary on following alternate assumptions: 
(a). No profit on loan is payable to company by Mr. Aafaq 
Oo oe is payable to company at 6% per annum 
c). Profit is payable to company at 18% 
Fike pany per annum 
(a) Amount to be added in salary income oon of profit on loan. 
. 2,000,000 x 10%) 
(b) Amount to be added in salary income on account of profit on loan. 


[Rs. 2,000,000 x ( 10%-6%)] 


(c) Nothing will be added in his income, 


(8) Where employee uses a loan obtained 
hein ned from employer for acauisiti 
‘ A ao t an i 
ae under any head of income, it will be assumed that ne a ice, y asset or property producing 
benchmark rate. ployee has paid profit (interest) equal to the 


| UU 
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Question 


re ph ws RO fom eles I, A03 o ep t 
provided you following details regarding TY 2013 ne 7 CmPIOYer on this loan is 4% per annum. He has 
Details regarding business income i 


Revenue carned from business 


; 1,200,000 
Expenses incurred , 

ils regarding salary income 300,000 
Basic salary per month ada 
Hose rent allowance per month pepe 


Required: Calculate his taxable income? 


Answer 


Income from salary 

Basic Salary (50,000 x 12) 600,000 

House rent allowance (30,000 x 12) 360,000 

Interest benefit on loan (1,600,000 x (10%-4%) x 5/12) 40,000 1,000,000 


Incom m busi 
Revenue earned from business 
Less: Expenses incurred 
Less: Interest on loan calculated at 
benchmark rate (1,600,000 x 10% x 5/12) 


1,200,000 
(300,000) 


Note: If in above case interest charged by employer is higher than bench mark rate, than actual interest paid will 
be allowed as expe 


(9) Where an obligati emplo wards employer i i the employer, it will be added in 
salary. 
Obligation of employees may the following: 
e Loan received by an employee 


+- Goods or services purchased on credit by emplo 


Question 
Mr. Anjum was entitled to the following during the tax year 2010 from his employer 
Basic Salary for the tax year: 520,000 
Education Allowance; 100,000 
Mr. Anjum obtained loan from his employer in tax year 2005 amounting to Rs. 400,000 but was unable to pay 
till now. His employer has decided to waive the loan. 
Required: 


Compute the taxable income from salary of Mr. Anjum? 
Answer 

Basic Salary for the tax year 

Education Allowance 

Loan waived by the employer 

Taxable income from sala 


Question 


S i le, Mr. Anjum also obtained loan from a Bank in tax year 2005 amounting to Rs. 
380,000 bench a till shia tax year. As a benefit, his employer has decided to pay the loan as 
well. Compute the taxable income from salary of Mr. Anjum for the tax year. 
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Answer . 520,000 


Salary for the tax year 

Education Allowance Re 
Loan waived by the employer aa 0 
Loan paid to the bank by the employer on Mr. Anjum’s behalf mtg 


Taxable income from sala 


(11) Where a property is transferred or services are provided by an employer to an employee, salary shall 


include: 3 
Fair market value of property at the time of transfer less amount paid by employee to the employer, 


Fair market value of service at the time it is provided less amount paid by employee to the employer, 


Employer of Mr. Ahsan agrees to provide pick and drop service from school to his home for his children. The 
monthly expenditure for the employer in this regard amounts to Rs, 15,000. 
Rs. 180,000 (15,000 x 12 months) shall be added in the salary income of the Mr. Ahsan, 


Question-2 : ‘ : 
Suppose Mr. Ahsan pays Rs. 2,000 per month on account of pick and drop service provided by the employer, 


Amount to be added in income from salary shall be computed as follows: 


mount paid by employer: 180,000 
Less; Amount paid by Mr. Ahsan: (2,000 x 12 months) (24,000) 
Amount to be added in income from salary ; 156,000 


Question-3 


XYZ company has gifted a plot of land to its employee Mr. A on June 10, 2010 and its market value is 
Rs. 500,000. This will be added in his salary income in TY 2010, 
(12) Valuation of Accommodation [Rule 4 of Income Tax Rules, 2002] 
The value of accommodation provided by an employer to the employee shall be higher of: 
* 45% of the minimum of the time scale of the basic salary or the basic salary or 
* Amount that would have been paid by employer had no accommodation been provided 
Employee includes a director of a company. 
Note for students: If “Amount that would have been paid by employer had no accommodation been 
ae is “ii given in exam than we will compare 45% of basic salary with fair market rental of property 
if it is given). 


It is the amount from where the salary scale of an employee starts e.g, (5,000-1,000-7,000) means salary will 
starts with Rs. 5,000 with increment of Rs, 1,000 per annum upto maximum of Rs. 7,000. 


Where house rent allowance is admissible @ 30% than in above provision 45% will be replaced with 30%. 


(Note for student: It is not general rule. It is appli i i i 
specifically refers to it) pplicable for certain Government employees if question 


le-1 
Basic salary of an employee is Rs, 100 000/ i 

Fan emp - 100,000/ month, Employer has i ions: 
I aoe I will provide you house in factory wwetilbes oe p Pt al ee 
2, I'll give you house rent allowance of 50,000/month, 
Employee has opted for home. 
Calculate taxable income? 
Solution: 


Basic salary (100,000 x 12) 


Accommodation provided: (Higher of) teenie 
ct of basic salary (I :200,000 x 45% Jor 540.0 
~ Amount that would have bee 000 

Tibi kea n paid (50,000 x 12 = 600,000) 600,000 600,000 


1,800,000 


e a 


689 CamScanner 


Chapter 7: Income from Salary 


Example-2 
Basic salary of employee is Rs, 100,000/ : 
taxable income? month. Employer h 
Solution: 

Basic salary (100,000 x 12) 

Accommodation provided (45% of 1,200,000) 

Taxable income 
Note: As a general rule higher of 45% of Basi 
accommodation been provided is added in sal 
basic salary. 
Example-3 
An employees is paid a basic salary of Rs.90,000 per month, Employer has provided the employee with a 


a house. The house is not owned by the employer. Fair market rent of the house is Rs.32,000 per 
month, 


Solution: 
Basic Salary (90,000 x 12) 1,080,000 
Accommodation provided: (Higher of) 
- 45% of basic salary (1,080,000 x 45%) 486,000 
or — Fair market rent (32,000 x 12 = 384,000) 384,000 486,000 
1,566,000 


as provided employee with a home. Calculate 


1,200,000 
540,000 
1,740,000 
c Salary or the amount that would have been paid had no 
ary. The later one is not given, Hence, I am only adding 45% of 


——~ a. 


Note 1: 

The accommodation can be either furnished (with furniture) or non-furnished (without furniture). There is no 
difference in tax treatment of both of these. 

Example-4 

Mr. Mather is an employee of ABC company. He has provided you with the following details for TY 2011. 
He joined on August 1, 2010. 

His basic salary per month is Rs. 40,000 and education allowance and entertainment allowance of 
Rs. 5,000/month and Rs. 6,000/month respectively. 

Employer has offered him two options either to take home or take a monthly cash allowance of Rs. 20,000. 
Mr. Mather has opted for home. 

He is allowed to use the electricity, telephone, and water facility in home on nominal amount of Rs. 1,000 


per month charged by his employer against all of these facilities. However he pays gas bill himself. The 
actual amount of bills during TY 2011. 


Electricity 20,000 
Telephone 30,000 
Gas 10,000 
Water 6,000 
Calculate his taxable income? 
Answer-4 
Basic salary (40,000 x11) 440,000 
Education allowance (5,000 x11) 55,000 
Entertainment allowance (6,000 x11) 66,000 
Accommodation facility 
Higher of: - 45 % of Basic salary (440,000x45%) 198,000 
Or - Amount that would have been paid had no accommodation provided 
(20,000x11) 220,000 220,000 
Utilities excluding gas 
Electricity 20,000 
Telephone 30,000 
Water 6,000 
Less: Paid by employee to employer (1,000 x 11) 11,000 45,000 
826,000 


Taxable income 


- 


— a 
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er company. He has provided you with the following details for Ty 


Example-5 

Mr. Uzair is an employee of Pink Panth 

2011. He joined on September 1, 2010. 

His basic salary per month is Rs. 40,000 and education all 
AN i . 6, tively. s 

Rs. 5,000/month and Rs. 6,000/month respectivety take home in factory premises or ai a sey cout 


Employer has offered him two options either to ts 
allowance of Rs. 20,000/month. Mr. Uzair has opted for monthly cash allowance. 


owance and entertainment allowance of 


Calculate his taxable income? 

Answer-5 

Basic salary (40,000 x10) 400,000 

Education allowance (5,000 x10) 50,000 
(6,000 x 10) 60,000 


Entertainment allowance 
House rent allowance (20,000x10) 


Taxable income 


S. 15 
on rent to the employer and the employer has provided 


elf hiring of prope — a 
If employee or his spouse owns a house which is given 


the same house to employee as rent free accommodation, 
e Rent actually received by employee from employer wi 
ignored) (Chapter 9) 

It will be a perquisite in the form of accommodation 45% of basic salary will be added under the head 


salary. 


then it will have two fold effect: 
Il be income from property. (Fair market rent will be 


f various provisions related to Assets rovided / transferred 


Summary 0 


Car 


5% or 10% of cost for purchased vehicle 
transfer less amount paid by employee 


5% or 10% of FMV of vehicle obtained on to employer 


Same as above 


- 45% basic salary or 
- Amount that would have been paid. . 
P S.13 (12 
ti aon eke Fair market rent of asset for the year less Same as above 
Fridge etc. OR paid by employee to employer 
asic charged by employer in his 
ess amount paid b 
employer ERIS Ry Gmipioyes fo 


(13) Where an em : 
ployer has provided i 3 

the fai a perquisite which is “ . 
r market value of the perquisite at the time it is Sei a vail tee sa shall include 

, y the employee. 
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Employee share schemes [Sec. 14] 


hich a company may i hares i : 
y issue shares in the company to: 

b) the trustee of a trust and the oo of an associated company; or 

employee of an associated compan ay transfer the shares to an employee of the company or an 


Basic understanding of operation of empl 
(a) Terminologi van sane acheni 


Right /Option i 
Simply, A letter stating that employee has a right to acquire shares 
at a particular rate 


Exerci i i i 
=) ise of right/ Person with the right letter purchases the shares at the rate 
Ea 


Purchas f ; : 
e of shares mentioned in the right letter. He then becomes the owner of shares. 


Face value of a share The denomination of the share. Generally it is Rs. 10 per share. 


ka Markot value of a share ag at which the share is traded in the stock market. This may be 
; ess than, equal to or more than fi 3 
(b) Following events take place in employee shares scheme an face value 
Announcement of scheme -Issuance of Right letter->Exercise of right or Issuance of shares by the 


(1) Val right/opti axabili ime of right or option 
quire shares under an emplo 


share scheme is not chargeable to tax. 


Example 


Mr. Raza bought a right for Rs. 3,000 on 01-April-2010. On 30-06-2010 fair value of the right is Rs.4,200. 
On 25-07-2010 he sold it for Rs. 4,400. 


Answer 
Tax year 2010 = No gain or loss will be recorded because value of a right is not chargeable to tax. 
Tax year 2011 = Income from salary = Gain = A — B = 4,400 — 3,000 = 1,400 [S. 14 (5 
(5) Disposal of right or option/ Sale of right or option 
Where, in a tax year, an employee disposes of a right or option to acquire shares under an employee 
share scheme, the amount chargeable under the head “Salary” shall include the amount of any gain as 


calculated below:— 
A-B 
where — 
A is the consideration received for the disposal of the right or option; and 
B is the employee’s cost in respect of the right or option. 


Formula for disposal of right 
Consideration received for the disposal of the right or option ; XXX 


Less: Cost of right or option (xxx) 


(2) Exercise of right/Acquisition of shares/Issue of shares by company 
Where shares are issued to an employee under an employee share scheme (including as a result of the 


exercise of an option), following amount is chargeable: 
- the fair market value of the shares at the date of issue less consideration given by the employee for the 


shares and for rights or options. 
Formula for exercise of ri 


fair market value of the shares at the date of issue 
Less: Cost of share 
Less: Cost of right 


(3) Shares issued by company with restriction on transfer , ea 
Where shares are issued to an employee under an employce share scheme and there is a restriction on the 


transfer nothing will be added in the income until the employee has a free right to transfer the shares. On 
getting the free right to transfer, the salary shall include the fair market value of the shares at the time the 
employee has a free right to er the s less consideration given by the employee for the shares and 


for rights or options. 


ay eat Te 
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free right to transfer the shares, the “ 


However if the employee disposes off the shares before getting the : 
f the shares at the time the employee disposes of the shares less ` 


salary shall include the fair market value o 
the shares and for rights or options. 


consideration given by the employee for : 
(4) Calculation of cost of shares for computing capital gain at the time of disposal 


The cost of the shares shall be sum of — 
loyee for the shares; 


(a) the consideration given by the emp . 
loyee for the grant of right or option; and 


(b) the consideration given by the emp 
tax under the head “Salary”. 


s of Section 14(4) in Chapter 10} 


(c) the amount chargeable to 
[For details refer example 


Note . . $ 
1. Incase of disposal of shares of private company, gain will be chargeable under the head capital gain. 

2. In case of disposal of shares of public company, gain will be taxed as separate block because shares of 
sublic company fall under the definition of securities. 


Question-1 5 
PTCL has announced an employee share scheme. Following persons purchased the rights. : 
Cost of right/share Rs. 1/share 
Ali has acquired right to purchase 800 shares 
Shujat has acquired right to purchase 1,000 shares 
1,500 shares 


Waleed has acquired right to purchase 
On the date the shares were to be issued following events took place 


(1) Ali sold all rights to Ramzan for Rs. 5 per right. 
Rs. 70/share. FMV of the share acquired by Shujat at the time of exercise 


(2) Shujat exercised right by paying 
of right was Rs. 82/share. 
(3) Waleed did not exercise the right. 


Answer-1 


Ali 

Consideration for sale (5 x 800) 4,000 

Less: Cost of right (1 x 800) (800) 
3,200 


Gain 


Shujat 

Fair market value of shares (82x1,000) . 

sd Sæ of shares (70 x 1,000) 70,000 

Ss: ost of ri 

~ of right (1 x 1,000) 1000 
Waleed i nan 
Maldar wi oF ty k 

: a a be added in his income as he has not exercised the rights. 


Mr. Waleed paid Rs. 30 to acquire ri 
crcl an st “hie? os 1,000 shares. Shares were issued to him on 23 June, 2010. 
une 23, 2010 the market val 
etre SS Le Ha ~ Rs. 40/share. As per the scheme of company, the shares can only be 
= so of shares is Rs. 45/share on 23 June 2012 
culate taxable income for TY 2010 and TY ? 
Answer-2 — 


Calculation of taxable income 


TY 2010 
Nothing will be added i i 
A in the income as he has no free right to dispose the shares 


Fair market value of sh 
are 
Less: Cost ofshare (45 x 1,000) 
45,000 


Less: Cost of right (33 x 1,000) 000) 
(33, 
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Question-3 


. Ardesheer Peti 
aes Share Scheme (Scena te of Super Power Inc (SPI) was entitled to participate in the SPI 
dis exercion price of USS 15 per 3 n 1 July 2009, Ap received the right to purchase 2,000 shares in SPI at 
i per share. Under the terms of the Scheme, any shares issued to an employee can 


only be transferred afte i i : 2 ; 
he 2,000 shares. r a holding period of three years. No consideration was payable for the right to acquire 


On 1 June 2010, the price of one share quoted on the S 
exercised his right to purchase 1,000 shares at th e SF stock exchange was US$ 20. On the same day, AP 


q at the exercise price of US$ 15 per share and remitted US$ 15,000 
to the custodian of the Scheme. The remaini i 

exchange is to be taken at USS 1 = Rs. 80). 1.000 rights were sold by AP for Rs. 300,000, a 
Required: 

Calculate the taxable income of Ardesheer Peti 
Answer-3 

As per the provisions of ITO 2001, 


Where shares are issued to an employee under an employee share scheme and there is a restriction on the 


transfer nothing will be added in the income until the employee has a free right to transfer the shares. So these 
will be added in salary income when he gets the free right to transfer. 


Only gain on sale of rights to purchase shares will be taxable in Tax Year 2010. 


gara for the tax year 2010, 


Income from Salary Rs. 

Disposal of Rights 

Consideration received 300,000 

Less : Cost of Rights “$ 0 . 

Taxable Gain 300,000 
Question-4 


Mr. Pestonji had participated in the HSP employee share scheme: 

= On 1 July 2006, Pestonji purchased the right to acquire 1,000 shares in HSP at the exercise price of 100 
per share. 

- There was no payment to be made for the right to acquire these 1,000 shares in HSP. The value of one 
right was Rs. 20. 

- On 31 July 2006, Pestonji sold the rights for 500 shares for Rs. 25,000. 

= On | September 2006, Pestonji exercised his remaining rights to purchase 500 shares in HSP at the 

~ exercise price of 100 per share. The market price of one share on that date was 150. The 500 shares 

purchased were in Pestonji’s possession on 30 June 2007. 

Required: 

Calculate the taxable income of Pestonji for the tax year 2007 


Answer-4 


Income from salary — Tax Year 2007 Rs, 
Disposal of Right (for 500 Shares) 25,000 
Exercise of Right 
- FMV of Shares (500 x 150) 75,000 
- Less: Consideration Given for rights (500 x 100) 50,000 25,000 
Taxable Gain —__29,000 
uestion-5 


Ring had participated in the employee share scheme of Telephones (Pvt) Ltd: 

a ° Op 1 Sepeeiber 2005, Ring purchased the right to acquire 2,000 shares in TPL at the exercise price of 
£10 per share. ; 

= The tight to acquire the shares could be exercised at any time before 31 August 2006. 

= There was no payment to be made for the rights. The custodian estimated the value of one right to be 
£2 and the exchange rate was £1 = Rs.100. — , 

~  Onretirement from the employment of TPL, Ring disposed of the rights for Rs.30,000 on 31 December 
2005. 

Required: 

Calculate the taxable income of Ring for the tax year 2006 
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Answer-5 
Income from Salary- 2006 i Rs. 
30,000 


Disposal of Right 


Question-6 5 ; : 
25 June 2013: Aslam Sold 100,000 call options (right to purchase shares) in a public company listed on the 
5 per call option. He had purchased these call options on 20 June 2013 at 


Islamabad Stock Exchange at Rs. 2° i 
Rs. 1-90 per call option. Other admissible expenses incurred on these transactions were Rs. 10,000. 


Required: 

Calculate the taxable income of Aslam for the tax year 20 13 

Answer-6 
Sale of call options(rights) Rs. Rs. 
Consideration received (100,000 x 2:5) 250,000 
Less: Cost of Call option (100,000 x 1-9) 190,000 
Other admissible expenditure 10,000 | (200,000 

50,000 
uestion-7 
ze share scheme of Adopter Ltd. The following information is provided to 


Slumdog participated in the employ 


you for the Tax Year 2013: 
i) On 1 September 2012, Slumdog was granted the right to acquire 2,000 shares in Adopter Ltd at the 
exercise price of Rs. 100 per share. 
ust 2013.. 


the shares could be exercised at 31 Aug! 
made for the rights. The value of one right was Rs. 200. 


dog disposed of the rights for Rs. 30,000. 


ii) The right to acquire 

iii) There was no payment to be 

iv) On 31 December 2012, Slum 
Required: 
Calculate the taxabl 


e income of Slumdog for the tax year 2013. 


Answer-7 
Calculation of Taxable Income — TY 2013 Rs. 
Income from Salary 
Employee share scheme — sale of rights (Note) 30,000 
Less: Cost 0 

30,000 


Taxable Income 


Note : 
The gain on the disposal of rights is chargeable as salary income. As no payment was made by for rights, the 


entire Rs. 30,000 is chargeable to tax as salary income. 


Question-8 


Super Power Inc (SPI ) has announced an emp 
Year 2013: 

ple wie an oer of Super Power Inc (SPI) was entitled to participate in SPI Employee Share 
tane — © | July 2012, Mr. Sharjah received the right to purchase 2,000 shares in SPI at the 
= obese AN é ae share. Under the terms of the Scheme, any shares issued to an employee can only 
nom ing period of 3 years, No consideration was payable for the right to acquire the 2,000 
On I J i 

° bene pa = pios E one share quoted on Karachi stock exchange was US$ 20. On the same day, 
(Sey 15.808 to to a r A prsa l eg shares at the exercise price of US$ 15 per share and remitted 
(The rate of exchange is to be taken at US$ 1 = sao ON Tees ee ee ee _— 


loyee share scheme. Following is the information for the Tax 


Required: 
Calculate taxable income of Mr. Sharjah under the head income from salary under TY 2013 
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Answer-8 
Calculation of Taxable Income ~ TY 2013 
Income from Salary Rs. 
Sale of rights (Note) 
Less: Cost 300,000 
Taxable Income (0) 
tem not included; 300,000 


In an employee share scheme, where there is a restric 


the time the employee has the free right to tronciee ah acne transfer of shares, the benefit is chargeable at 


whichever is the earlier the shares or when the employee disposes of the shares, 
Therefore, no adjustment is required to be made in the computation of taxable income. 

Question-9 

Mr. Scooby is preparing his retum of income for th , ‘ 
the following details: e year ended 30 June 2009 and he has furnished you with 


(1) | Mr. Scooby was employed with Fashions Private Limited, He has opted to participate in the Employee 
Share Scheme. The terms of the Scheme allowed a participant the free right oS rameter the iy li 
under the Scheme, only after a minimum holding period of 9 months. 

(2) Onl July 2008, Mr. Scooby was granted the right to acquire 4,000 shares in FPL at the exercise price 
of Rs. 250 for one share. The Rs. 250 was inclusive of a consideration of Rs. 25 for the grant of the 
right to acquire the shares. Based on the then quoted price of one share in FPL on the Karachi Stock 
Exchange , the value of the right to acquire one share in FPL on 1 July 2008 was estimated by the 
custodian of the Scheme to be Rs. 30. On 1 July 2008, Mr. Scooby accepted the rights offered to him 
and made payment of Rs.100,000 to the custodian. On 1 July 2008, Mr. Scooby exercised his right to 
acquire the 1,000 shares in FPL and made the balancing payment of 225,000 (Rs. 225 per share), 
having paid Rs. 25,000 at the time of acceptance of the rights. The price quoted for one share in FPL on 
the Karachi stock exchange on | April 2009 was Rs. 500. 

(3) On7 July 2008, Mr. Scooby disposed of the rights relating to 3,000 shares in FPL for Rs. 375,000 

Required: 

Calculate the taxable income of Mr. Scooby for the tax year 2009. 


Answer-9 
Computation of taxable income Rs. 
Income from Salary: 
Employee share scheme 
Gain on the disposal of the rights to acquire 3,000 shares (Note 1) 300,000 
Benefit on the acquisition of 1,000 shares (Note 2) 250,000 
Taxable Income 550,000 
ltems included in the computation of taxable income 
(1) : , ; i 
Consideration received on the disposal of the rights 375,000 
Cost of the rights (25 x 3000) 5000) 


(2) Exercise of Right i i 


FMV of 1,000 shares in FPL. (S00 x 1000) 500,000 
i i id at the time of; 
Consideration paid at the (25 x 1,000) z 


- ting the right 
- pita? the pal (225 x 1,000) 225,000 | (250,000) 


250,000 


tion to acquire shares in an employee share scheme granted to an employee is not 
cute i +4 Therefore the pena of Rs. 30 assigned to the right to acquire one share in FPL by the 
custodian is not treated as the income of Mr. Scooby in the computation of income. 


ar 
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Self test Questions 
Question-| 


A company launched an employee share scheme, Mr. Umer an employee bought the right to purchase s 

on 25.06.2013 by paying Rs. 5,000. He exercised the right to purchase 3,000 shares on 31 August 20 13 
exercise price of Rs. 120 per share. According to scheme he was not allowed to transfer the shares before 
completion of 2 years. FMV of shares were as follows: 


Compute amount to be included in income for TY 2013, 2014, 2015 and 2016. 
Answer-| 


estion-2 
A company launched an employee share scheme. Mr Atif an employee purchased the right to 
l oyee ; : purchase 5,0 
wie paying Rs. he ae purchased on 20.Aug.2013. On 25 June 2015 he exercised the right re 
shares by paying Rs 334 per share. FMV of shares on that date is Rs. 
shares are sold on 25 June 2016 for Rs. 430 per share. ERA SAt 


Compute amount to be included in income for TY 2014, 2015 and 2016 
Answer-2 


Rs. 85/ share 


Compute am ; z ~ Rs. 89/ share 
a : ount to be included in income in Ty 2013, 2014 and 2015. 


101 
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EMPLOYER SHARE SCHEME SUMMARY 
. 01-7-09 30-6-10 — 30-6-11 


Purchased Right i 
— = SERIEN 5.14(5)] 
01-7-11 30-6-12 ` 30.6- 30-6-15 


peme 0-6-14 


Purchased Exercised right / Sold Shares 
Right Purchased shares / Consideration x 
x Received share free Less: Cost 
of cost / co. Issued 
shares. = (a) Cost ofshares | (x) 
—— = f(b) Cost of right | (x) 
With no restricition & l(c) IFS (x) 
FMV Shares* x (x)* 


—Cost of shares (x) 
— Costofright (x) 


IFCG x 


IFS X 
S. 14(3) First Point 
Ty 2013 C 40) Fist Poing 
Purchased Exercised right / Restriction Sold Shares 
Right Purchased shares / Released Consideration 
x Da a e. FMV of Shares x Received x 
ia ne j — Cost of shares (x) Less: Cost 
EP —Costofright (x) (a) Costofshares | (x) 
With restricition IFS x. (b) Costofright | (x) 
n (c) IFS w| (x) 
IFCG x 
©) TY 2012 - TY 2013 [.S14 (3) 2nd point] 
Purchased Exercised right / Sold shares Restriction 
Right Purchased shares / before release Released 
Se R of restriction X 
X With restricition EMV fio 
x Less: Cost of shares (x) 
Cost of right (x) 


(i) Flying arrows represent holding period calculation for calculating capital gain 

(ii) It is not necessary that employer first gives right. An employee may directly purchase shares, 
(iii) Exercise price means the amount paid by employee at time of purchase of shares, 

(iv) Value of rights/option is always to be ignored in questions 
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Foreign source salary of resident individuals [Sec. 102] s re , 
-(1) Any foreign-source salary received by a resident individual shall be exempt if the individual has paid foreign 


income tax on salary. — : 
(2) It will be assumed that resident individual has paid foreign income tax ift 


employer and paid to the revenue authority of the foreign country. 


Question , 
Mr. Amjad a citizen of Pakistan is employed in XYZ company. He worked in XYZ company from Jul 1, 2010 
to January 31, 2011. He got a job in Nepal where he joined on February l, 2011. His monthly salary in 
Pakistan is Rs. 60,000 per month. His monthly salary in Nepal is Rs. 90,000 in Pak rupees. On May 31, 2011 
he decided to resign from the Nepalian job and came back in Pakistan on the same date. Since then he has yet 
not got any job. He has duly paid the tax to Nepalian Government authorities on his income earned there. 
Calculate his taxable income for TY 201 1? 

Answer 

Salary income (PSI) (60,000x7) 420,000 
Salary income (FSI) Exempt 
Taxable Income 
Foreign source sala 


ax is withheld from salary by the 


420,000 
paid the tax on it. 


income is exempt because he has dul 


[Section 51(2)] j , 
Where a citizen of Pakistan leaves Pakistan during a tax year and remains abroad during a tax year than salary 
t from tax. 


income earned outside Pakistan during that year shall be exemp 


income will remain exempt. 


Note: In such case even if no tax is pai 


Question-1 
Mr. Arslan a citizen of Pakistan is employed in XYZ company. He worked in XYZ company from Jul 1, 2010 to 
January 31, 2011. He got a job in Saudi Arabia where he joined on March 1, 2011. He departed from Pakistan on 


February 20, 2011. His monthly salary in Pakistan is Rs. 50,000 per month. His monthly salary in Saudi Arabia is 


Rs. 80,000 in Pak rupees. As on June 30" he was still in Saudi Arabia. He did not paid any tax on his salary in Saudi 


Arabia. Calculate his taxable income? 
Answer-1 ; 
Salary income (PSI) (50,000x7) 350,000 
Salary income (FSI) Exempt z 
Taxable Income 
Because Arslan remained outside Pakistan at the end of tax year, therefore his foreign source salary income is 
exempt from tax irrespective of whether he has paid foreign income tax or not. 
Question-2 
Mr. Amjad a citizen of Pakistan is employed in XYZ com i 
istan l pany. He worked in XYZ company from Jul 1, 2010 to 

mye 31, 2011. He got a job in Saudi Arabia where he joined on March 1, 2011. He pantie from Pakistan on 
- pee a sae His monthly salary in Pakistan is Rs. 50,000 per month. His monthly salary in Saudi Arabia is 
Pf a i i a a May 31, 2011 he decided to resign from the Saudi job and came back in Pakistan on 

- Since then he has yet not got any job. He did not paid any tax on his salary in Saudi Arabia as there is 
no tax on salaries there. ee ates a 
Calculate his taxable income for TY 2011? 
Answer-2 
Salary income (PSI) 50.0 
Salary income (FSI) eon 
Taxable Income 


Because Amjad did not remain outside Pakistan at the end of tax year, therefore his foreign s lary income is 
> ; ource sa 1 
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jmportant Exemptions (including those covered į 
‘ous terms to be understood before readin 


emptions taxation and retirement benefits: 


|. Pension: It is a series of monthly payment after the retirement of an employee 


payment of a certain portion of pension for certain years, paid in 


2. Commutation of pension: It is a lump-sum 
advance to employee at the time of retirement. 
3, Provident Fund: It will be discussed in upcoming paras. 
4.Gratuity: 

xample 
aw: a Dort SOC 1D yews Sam Sge of 53-45 years. His salary at the time of retirement for the month of 


December was Rs.30,000. He is entitled to gratuity on the basi ipli f 
years worked. Calculate gratuity payable? Y is of last drawn gross salary multiplied by number 0 


ution 
Gratuity = Number of years x last drawn gross salary 
=10x Rs.30,000 
=Rs. 300,000 


(8) Any pension received by a citizen of Pakistan from a former employer shall be exempt. 
to work for the employer (or an associate of the employer) then it will be chargeable. 
Ifa person receives more than one pension, then only higher pension will be exempt. 
Ifa pes age is more than 60 years than all pensions shall be exempt irrespective of above mentioned 
conditions. 
Pension received by employee of Armed forces or Federal or Provincial Government is exempt. 
Mr. A is working as CFO in Bahria Traders since 2009. From 1990 to 2000 he worked for a private hospital and 
from 2001 to 2008 he worked for a private school. In TY 2011 he received pension of 
Rs. 5,000/month from private hospital and Rs. 6,000/month from private school. Rs. 60,000 (5,000 x 12) will be 
added in his salary income. Rs. 72,000 (6,000 x 12) will be exempt. 


(12) Commutation of pension received from Government or pension scheme approved by Board shall be exempt. 
(13) Gratuity or commutation of pension received on retirement or, in the event of his death, by his heirs: 


(i) | Governmentemployees | Fully exempt O S 
Commissioner 
by the Board pons 


(iv) | -Unapproved gratuity In the case of any employee to whom sub-clause (i),(ii) and (iii) do not 
-Unapproved apply, the amount exempt will be lower of following; 

commutation of pension - 50% of the amount receivable or 

- _ Rs. 75,000 


If person continues 


f scheme is applicable to all employees 


[Part of syllabus] 
The exemption on Unapproved gratuity or Unapproved commutation of pension shall apply- 

(a) if payment is received in Pakistan; 

(b) in case of director, if payment is received by him being a regular employee; 

(c) if payment is received by a resident; and 

(d) to gratuity received by an employee who has not received any gratuity from the same or any other employer. 


BE SS ttst=“‘“ “ ; ; ; } HhOC:*~<~; hk 
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Non-Government Emloyee 


Government Employee 


i d 
Gratuity fund Gratuity Unapprove 
nes by scheme Gratuity 
Commissioner approved by 
FBR Exempt upto 
| lower of: 
Exempt - 75,000 


- 50% gratuity 


Non Government 
Employee 


Govt emplyee 


Scheme approved Unapproved 
by FBR 


Exempt (Lower) 
- 7,000 

- 50% of 
Commutation 


Exempt 
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Question-1 
Mr. Arslan is employed in XYZ com 
31, 2011 and received Rs. 90,000 fro 


any. Hi i ; 
pany. His basic salary is Rs.40,000/month, In TY 2011 he resigned on March 


nswer-1 m unapproved gratuity fund, 
Basic salary (40,000 x 9) 
Gratuity 360,000 
Exempt up to lower of: 75,000 90,000 
50% of 90,000 = 45,000 


Taxable Income 


Question-2 


Mr. Asim is employed in XY i 4 ‘ 
2011 and x Z company. His basic salary is Rs.40,000/month. In TY 2011 he resigned on March 


p 
31, received Rs, 4 F 
pension(un approved), + S- 470,000 from gratuity scheme approved by FBR and Rs. 200,000 commutation of 


Answer-2 
Basic salary (40,000 

,000x9) 360,000 
Gratuity scheme 470,000 


Exempt up to (300,000) 170,000 


Unapproved commutation of pension l 200,000 
Exempt up to lower of: 75,000 


50% of 200,000 = 100,000 


Taxable Income 
(24) Benevolent fund 
Any benevolent grant paid from a Benevolent Fund to employees or members of their families is exempt. 
(53A) The following perquisites received by an employee shall be exempt:+ ' 
(ii) Free or subsidized food provided by hotels and restaurants to its employees during duty hours; 
(iii) Free or subsidized education provided by an educational institution to the children of employees; 
(iv) free or subsidized medical treatment provided by a hospital/clinic to its employees; and 
other benefit for which the employer do not bear any marginal cost, as notified by Board. 
Question-1 sa í 
Mr, Arham is teaching in Elite college. His basic salary is Rs.40,000/month. Dearness allowance is Rs. 2,000/ 
month and house rent allowance is Rs. 6,000/month. His child is also getting education in same school: College 
charges a-concessional fee of Rs. 40,000 per annum against the market charge of Rs. 65,000, Calculate income. 
nswer-1 ž 
Basic salary : (40,000x12) 480,000 ' 
Deamess allowance , (2,000x12) 
House rent allowance (6,000x12) 
Taxable Income 
Subsidized education 


rovided by t 


he college i 
ement o 


Exempt (Provided that National Tax Number 
of the hospital or clinic, as the case may be, is 
given and the employer also certifies and attests 
the medical or hospital bills 


Medical facility/Reimbursement of medical expenses Fully taxable 


ro as erterms ofempe ent Exempt upto 10% of basic salary, 

- i imbursement of | Allowance is fully taxable. 
— —* Mana wih terms of | Facility/Reimbursement will be exempt. 

cal. expe 
employment TP 
Medical allowance + Medical facility/ erea . 
medical expenses not in accordance wit 


Medical facility/Reimbursement of medical expenses is 
provided as per terms of employment 


Allowance is exempt upto 10% of basic salary, 
Facility/Reimbursement will be fully taxable, 


Chapter 7: Income ftom Salary 


Exam note: B 
1. The term medical facility (hospitalization) comprises of the following scenarios: 
a) Medical insurance for hospitalization is borne by employer; ie “i 
b) Reimbursement of medical expense on account of hospitalization is made by employer; 
c) Hospitalization is provided by insurance policy; an 
d) Personal medical expenses of employee are REE employer; an 
e) Free medical treatment is provided by employer to employee. . aia , l 
2. Ifin ia from salary question, both medical allowance and medical facility are given and medical 
facility is as per terms, medical allowance will be fully taxable and facility will be exempt. 
Question-1 ; i 
Basic ae! of Mr. Zaryab is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent allowance 
is Rs. 6,000/month. As per the terms of employment he is entitled for free hospitalization for which employer 
incurred cost of Rs. 30,000. 
Calculate his taxable income? 
Answer-1 


La 


Basic salary 
Dearness allowance 
‘House rent allowance 


(40,000 x12) 
(4,000 x 12) 
(6,000 x 12) 


Hospitalization (Exempt being as per terms of employment) 


Taxable Income 


Question-2 


480,000 
48,000 
72,000 


600,000 


Basic salary of Mr. Ali Butt is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent allowance 


is Rs. 6,000/month. Medical allowance is 15% of basic salary. 


Calculate his taxable income? 


Answer-2 

Basic salary (40,000 x 12) 480,000 
Dearness allowance (4,000 x 12) 48,000 
House rent allowance (6,000 x 12) 72,000 
Medical allowance (480,000 x 15%) 72,000 = 
Less: Exempt upto 10% of basic salary (480,000 x 10%) (48,000) 24,000 
Taxable Income 624,000 


Question-3 


- 


Basic salary of Mr. Arman Khan is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent 
allowance is Rs. 6,000/month. As per the terms of employment he is entitled for free hospitalization for which 


employer incurred cost of Rs. 30,000 which is in addition to medical allowance of Rs. 3,000/month. 


Calculate his taxable income? 

Answer-3 

Basic salary 40,000 

Dearness allowance y meri ore 

House rent allowance yi (6,000x 12) i 00 

Medical allowance (Fully taxable), (3,000x 12) E 

Hospitalization (Exempt being as per terms) ' iar 

Taxable Income 7 
636,000 


Question-4 
Basic salary of Mr. Anzah is Rs.40,000/m 


; onth. De ; 
is Rs. 6,000/month, Medical allowance is Rs amess allowance is Rs, 4,000/ month and house rent allowance 


not as per terms of employment, 
Calculate his taxable income? 
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Answer-4 

Basic salary 

Dearness allowance (40,000x 12) 480,000 
House rent allowance (4,000x12) 48,000 
Hospitalization (Chargeable being not as per terms) (6,000x 12) Leo 
Medical allowance — aiá en 
Less: Exempt upto 10% of basic salary ; 460 wei - 48,000) 12,000 
Taxable Income :000x 10%) __ (48,000) , 


Leaye Encashment (Clause 19 Part 1 of 2" Schedule) 


Any amount received on encashment of leave preparatory to retirement i ti ived by a Government 
employee & member of Armed Forces of Pakistan 3 anas hitii 


orker’s Profit Participation Fund (WPPF) (Clause 26 Part 1 of 2™ Schedul 
It is fully exempt. 


Taxation of Provident Fund 
a. ized Provident F 
Employee contribution ; 
No treatment as the amount is paid from salary. 
Employer's contribution (Clause 3 Part 1 of 6" Schedule) 
Employer's contribution to fund is exempt upto lower of: 
e 1/10" of salary* or 
e Rs, 150,000 
Interest on Fund balance (Clause 3 Part 1 of 6" Schedule) 
Interest is exempt upto higher of: 
e 1/3" of salary* or 
e Interest calculated at 16%. 
Accumulated balance (Clause 4 Part 1 of 6" Schedule) 
Whole of the receipt is exempt. . , 
*“Salary" for the purposes of provident fund means basic salary and dearness allowance. (it excludes all other 
allowances and perquisites). 
uestion-1 ; 
Basic salary of Mr. Abu bakar is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent 
allowance is Rs. 6,000/month. Employee contribution in provident fund is Rs. 4,000/month and the same amount is 
contributed by the employer. Interest credited during the year is Rs. 18,000 at the rate of 18% per annum. The fund 
is recognized. Calculate taxable income? : 
nswer- 
Basic salary (40,000x12) 480,000 
Dearness allowance (4,000x12) 48,000 
House rent allowance (6,000x 12) 72,000 
Employee contribution : 
ion contribution (4,000x 12) 48,000 
Less: Exempt upto lower of: 
- 150,000 e 
- 52,800 (1/10 of (480,000+48,000)} (52,800) _ 

Interest on provident fund 18,000 
Less: Exempt upto higher of: 

- 16,000 (18,000/18x16 

5 176,000 (1/3" of C180 000+48,000)) (176,000) 
Taxable Income 
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Question-2 


Basic Salary of Mr i 

t - Junaid is Rs 
is Rs. 6,000/month, Employee 
Contributed by th 


dis recognized, Cal ; 
Answer-> culate taxable income. 


-20,000/month. Dearne 


apez contribution in provident fund is Rs. 6,000/month and the 
employer, Interest credited during the year is Rs. 100,000 at the rate of 14 % per annum. The 


ss allowance is Rs. 4,000/ month and house rent allowance 


same amount js 


Basic salary 
Dearness allowance E e ) lon 
House rent allowance (6,000x1 2) 72,000 
Employee contribution i g 
mployer’s contribution (6,000x12) 72,000 

Less: Exempt upto lower of: ' 

- 150,000 

~ 28,800 {1/10" of (240,000+48,000)} 28,800) 43,200 
Interest on provident fund 100,000 
Less: Exempt upto higher of: 

_ = 114,286 (100,000/14x16) 

- 96,000 {1/3 of (240,000+48,000)} (114,286) ; 

Taxable Income 403,200 


estion-3 | = 


Basic salary of Mr, Irfan is Rs.20,000/month. Dearness allowance is Rs. 4,000/ month and entertainment allowance 


| is Rs. 6,000/month. Employee 


contribution in provident fund is Rs, 6,000/month and the same amount is 


contributed by the employer. Interest credited during the year is Rs. 100,000. The fund is recognized. Calculate 


taxable income, 


Answer-3 
Basic salary (20,000x12) 240,000 
Dearness allowance (4,000x12) 48,000 
Entertainment allowance (6,000x12) 72,000 
Employee contribution - 
Employers contribution (6,000x12) 72,000 
Less: Exempt upto lower of: 

- 150,000 

- 28,800 {1/10" of (240,000+48,000)} (28,800) 43,200 
Interest on provident fund 100,000 
Less: Exempt upto {1/3 of (240,000+48,000)} (96,000) 4,000 
Taxable Income we oe 407,200 


Note: If rate of interest is not given we will simply compare with 1/3 of salary. 


Question-4 


Mr. Babar is an emp'oyee of ABC company. He has provided you with the following details for TY 2011. His 
basic salary is Rs.40,000/month. 


» 2001. At the time of retirement 
Over the years, It comprised of the following. 


Employee contribution to date gee 
dat j 

Interest to date poe 

Calculate his taxable income? 800,000 
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Answer-4 


ic sala 
oak A AER (40,000x10) 400,099 


House rent allowance peta °) 2, 00 
Employee contribution ,000x10) 000 
Employer's contribution 
Less: Exempt upto lower of: (4,000x10) 40,000 

- 150,000 


- 42,000 {1/10" of (400,000+20,000)} 


Interest on provident fund 40,000 
Less: Exempt upto higher of: 
- 35,556 (40,000/18x16) 
- 140,000 {1/3 of (400,000+20,000)} 


Taxable Income 
Accumulated balance is exempt, 


(42,000) 


140,000 


b. Government Provident Fund 

Employee contribution 

No treatment as the amount is paid from salary. 
Employer’s contribution and Interest on Fund balance’ 
It is exempt under income tax ordinance 2001. 
Payment of accumulated balance 4 

It is exempt under income tax ordinance 200]. . 


Question-1 . 

Mr. Ahsan is an employee of Federal Government. His basic salary is Rs.40,000/month. Dearness allowance is 
Rs. 2,000/ month and house rent allowance is Rs. 6,000/month. Employee contribution in provident fund is 
Rs. 4,000/month and the same amount is contributed by the employer. Interest credited during the year is Rs. 
18,000 at the rate of 18 % per annum. Calculate taxable income. 

Answer-1 


Basic salary (40,000x12) ` 480,000 


Dearness allowance (2,000x12) 24,000 
House rent allowance j (6,000x12) 72,000 
Employee Contribution ; E 
Employer Contribution 
Interest = 
Taxable Income 376,000 
Employer's contribution and interest credited on fund is fully exempt because the fund is a Government Provident 

ind, 
c. Unrecognized Provident Fund 
Employee contribution 
No treatment as the amount is paid from salary. 

loyer’s contribution and Interest on Fund balance 

It will not be taxed in each year, ` 
Payment of accumulated balance ; 
Whole of the employer’s contribution to date along with interest will be taxable. 
(Final amount received — whole employee contribution) ii 
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, lating to Provident Fund ; 
Comprehensive Question relating to Provident Pome the following data: 


Mr. Safdar got retired on 31" March, 201 2 and 2010 2011 2012 

Rs. Rs, Rs. 
70,000 80,000 90,000 
10,000 15,000 20,000 
30,000 35,000 40,000 


Basic salary/Month 
Dearness allowance/month 
House rent allowance/month 


Other data regarding provident fund: 2010 2011 2012 Total 
Employer contribution 126,000 144,000 121,500 391,500 
Employee contribution 126,000 144,000 121,500 391,500 
Interest thereon 40,000 60,000 58,000 158,000 


Interest is credited @ 17%. 

Required: , 

Calculate taxable income assuming: 

1) He is working in a private company where the provident fund is recognized. 

2) He is working in a private company where the provident fund is not recognized. 
3) He is working in a Government organization. 

Solution 


1) Fund is recognized 
TY 2010 
Income from salary: 
Basic salary (70,000 x 12) 840,000 
Dearness allowance (10,000 x 12) 120,000 
Rent allowance (30,000 x 12) 360,000 
Employee contribution : 
Employer's contribution. z 126,000 
Less: Exempt (lower of): 
- 10% of (840,000 + 120,000) 5 96,000 
- 150,000 150,000 __ -(96,000) 30,000 
Interest i 
40,000 
Less: Exempt (higher of): 
.~ 1/3" of (840,000 + 120,000) 320,000 
-  40,000/17% x 16% - 37,647 (320,000) aoe 
ii ; 1,350,000 
Income salary; i 
Basic salary (80,000 x 12 
Dearness allowance (15,000 x eB a . pei 
Rent allowance (35,000 x 12) (000 
Employee contribution MUR 
Employer's contribution : i 
Less: Exempt (lower of): Siac 
- aa fl a + 180,000) 114,000 
x ’ 0 n ? è 
150,000 __ (114,000) 30,000 
Interest . 
Less: Exempt (higher of): . 60,000 
- 1/3" of (960,000 + 180,000 
- 60,000/17% x 16% O asa r 
TY 2012 1,590,000 _ 
Income from salary i 


Basic sala 


810,000 
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Heamess allowance (20,000 x 9) 
t allowance 40, 
Employee contraption inion 
Employer contribution 
Less: Exempt (lower of): 
10% of (810,000 + 180,000) 
- 150,000 


Interest , 
Less: Exempt (higher of): 
1/3 of (810,000 + 180,000) 
-  58,000/17% x 16% 


Accumulated balance (exempt) 


2) Fund is not recognized 
201 
e from salary: 

Basic salary (70,000 x 12) 
Dearness allowance (10,000 x 12) 
Rent allowance (30,000 x 12) 
Employee Contribution 

Employer Contribution 


Interest 


Basic salary - (80,000 x 12) 
Dearness allowance (15,000 x 12) 
Rent allowance (35,000 x 12) 
Employee Contribution 

Employer Contribution 

Interest 


Income from salary 
Basic salary (90,000 x 9) 
Dearmess allowance (20,000 x 9) 
Rent allowance (40,000 x 9) 
Employee Contribution 
Employer Contribution 
Interest 

Accumulated balance 


- Interest 


3) Government employee 
TY 2010 

Income from salary: 

Basic salary (70,000 x 12) 
Dearness allowance (10,000 x 12) 
Rent allowance (30,000 x 12) 
Employee Contribution 

Employer Contribution 

Interest 


112 


- Employer contribution 


121,500 

99,000 
150,000 (99,000) 
58,000 

330,000 
$4,588 __ (330,000) 


COSE e 
1,372,500 


391,500 


1,320,000 


p 
l 


1,560,000 


———— 


180,000 
360,000 


22,500 


840,000 
120,000 
360,000 


1,320,000 


960,000 
180,000 
420,000 


810,000 
180,000 
360,000 


549,500 
1,899,500 
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. TY 2011 
Income from salary: 


Basic salary 

Dearness allowance 
Rent allowance 
Employee Contribution 
Employer Contribution 
Interest 


TY 2012 
Income from salary 


Basic salary 

Dearness allowance 
Rent allowance 
Employee Contribution 
Employer Contribution 
Interest 


Ea 


960,000 
(80,000 x 12) 180,000 
(15,000 x 12) 420,000 
(35,000 x 12) : 


1,560,000 
— 


(90,000x9) ed 
(20,000 x 9) s 
7 360,000 


(40,000 x 9) 


1,350,000 
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ICAP PAST PAPER QUESTIONS 
stion- : 
Orie what circumstances a resident individual is entit i 
ia Sas baii nia S e Seye emption from tax on his foreign source salary, 


Question-2 ee (Q.6(a) September 2003) 
A nationalized bank after privatization has announced a 

jump sum payments are proposed to be made to em 
above amounts in the hands of employees. 


Golden Hand S 


hake Scheme for i : 
ployees who opt e for its employees under which 


for the scheme. Discuss the chargeability of 
4 


yestion-3 (Q.8 September 2005) 
Briefly explain the taxability or exemption of the following allowance isites: 
(i Leased motor vehicle provided to an employee, exclusively apene m 
(ii) Medical allowance paid at 10% of basic salary, P > © 
uestion-4 (Q. 1 (a)March 2007) 


A company intends to launch an Employee Share Scheme for its employee and for the purpose of educating its 


employees in this regards, the management wants to prepare a summary containing the taxability of the following: 
(i) Option granted to an employee. 


(ii) Disposal of the option to acquire shares under the employee share scheme. 

(iii) | Shares issued to an employee under the option that are subject to restriction on transfer. 

Explain the timing and valuation aspects in respect of the above, with reference to the Income Tax Ordinance, 2001. 
(9) 

(Q.3 (b) March 2008) 

Question-5 

Mr. Waseem received an amount of Rs.50,000 as arrears of salary pertaining to the tax year 2011 in the tax year 

2012. Discuss the options available with Mr. Waseem under the Income Tax Ordinance, 2001 and what matters 


should he consider in deciding the best option. (4) 
(Q.2 (b) March 2008) 
Question-6 ee i 
State the provisions of Income Tax Ordinance, 2001 relating to foreign-source salary of resident individuals. (3) 
ay (Q.6 (a) March 2014) 
Question-7 


Munir resigned from his employment with Ali Industries Limited (AIL) with effect from 31 December 2014. He 
received following amounts in final settlement: 
® Rs.150,000 as Leave Encashment. ER 


e Rs.4,000,000 under a Golden Handshake Scheme. _ | 
Munir had received a salary of Rs. 350.000 per month for a period of six months upto December 2014. His taxable 


income and tax liabili preceding five tax years were aS under: 


during th 


ME 5450, 000 2,700,000 | 3,100,000 | 3,650,000 
7 ,000 2,450,000 > : , : D 
00,000 | 273,000 | 130.000 | 185,000 
Required: . 

Aa tas oom advise Munir about the amount of income tax payable by him for the tax year 2015, under ae 
Income Tax Ordinance, 2001. (Q.3 March 2015) 
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Question-8 


Under the provisions of the Income Tax Ordinance, 


dates was as follows: 
—— August 2013 f 30dan 206 | siyo A 
Rs. 40 re 
‘He sold 10,000 shares on 31 May 2017 for Rs. 65 per share, 


(04) 
(Q.3(a)September 2017) 
Question-9 


Under the provisions of the Income Tax Ordinance, 2001 compute taxable income or loss under correct head of 
income for tax year 20X8, in the following case: 

Hasrat has been working as Director HR in Shakir Limited (SL) for many years. During the tax year 20X8 he 
received basic salary of Rs. 6 million. SL also contributed Rs. 50,000 per month towards a recognized provident 
fund. An equal amount was contributed by Hasrat. Interest income of Rs. 3,391,000 at the rate of 20% of 
accumulated balance of the fund was credited to Hasrat’s account. 


Question-10 : 
Sajid retired from Sun Chemicals Limited (SCL) as a marketing manager with effect from 31 December 2019, He 
received the following amounts in final settlement from SCL: 


(i) Leave encashment of Rs. 600,000. 
(ii) Rs. 4,000,000 from unapproved provident fund. 50% of this amount was contributed by Sajid. 
(iii) Un-approved gratuity of Rs. 2,500,000. 


He also acquired the vehicle, provided to him by SCL, at accounting written down value of Rs. 500,000. The market 
value of the vehicle at the time of retirement was Rs.2,000,000. 


(04) 
(Q.2(c) March 2018) 


Required: 
Under the Income Tax Ordinance, 2001 and Rules made thereunder, discuss the tax treatment of the above benefits 
received by Sajid on retirement. è (04) 


(Q.5 (b) March 2020) 
Question-11 


Briefly explain the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder relating to interest 


free loan provided by an employer to its employee for marriage of his/her daughter. (02) 
i ‘ (Q.4(b)(i) March 2021) 
Question-12 


On 31 December 20X1, Dr. Jamal resigned from his employment with General Hospital Limited. In January 20X2, 
he received following amounts in final settlement: 


. Rs. 600,000 as leave encashment. 
o Rs. 8,510,000 from recognised provident fund. ` 
° Rs. 1,300,000 and Rs. 1,700,000 as salary arrears relating to tax year 20W9 and 20X0 respectively. 


Dr. Jamal had received a monthly salary of Rs, 500,000 from July 20X1 to December 20X1. His taxable income and 
tax liability during the preceding four tax years were as under: 


[Taxyear Towa | aw | mo 
Total taxable income (Rs. 2,800,000 | 3,200,000 3,800,000 
Total tax paid Rs.) | 359,500 | 404.500 300,000 630,000 


Required: As a tax consultant, advise Dr, Jamal about the amount of i i tax year 
20X2, under the Income Tax Ordinance, 2001. nt of income tax payable by him for the PN 


(Q.1(a) March 2021) 
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ICAP PAST PAPER SOLUTIONS 


SL A NIN 
er-1 


(1) Any forcign-source salary received b : pamir ; a aa 
paid foreign income tax in respect of eer at individual shall be exempt from tax if the individai as 
(2) + anle aysen oy be treated as having paid foreign income tax in respect of foreign- source salary 
if tax has been withheld from the salary by the individual’ i ity of 
the foreign country in which the employment was shames gAn and paid to the revenue authority o 
Answer-2 


An employee who has received an amount in respect of golden hand shake in a tax year may, by notice in writing to 


ili elect for the amount to be taxed at the rate computed as per following formula, namely:— 


where — 
3 n A/B% 

A is the total tax paid or payable by the employee on the employee’s taxable income for the three preceding 
tax years; and 

B is the employee’s taxable income for the three preceding tax years. 

Answer-3 i 

i) 10% of the fair market value of the motor vehicle at the commencement of the lease will be added in the 
salary income. 

ii) seen allowance is exempt upto 10% of basic salary, so in the given scenario whole amount is exempt. 

Answer-4 

i) The value of a right or option to acquire shares under an employee share scheme granted to an employee 
shall not be chargeable to tax. [S.14(1)] 3 

ii) Where, in a tax year, an employee disposes of a right or option to acquire shares under an employee share 


scheme, the amount chargeable to tax to the employee under the head “Salary” for that year shall include 
the amount of any gain made on the disposal computed in accordance with the following formula, namely:— . 


. [S.14(5)] 
where — 
` A-B 
A is the consideration received for the disposal of the right or option; and 
B is the employee’s cost in respect of the right or option. 
iii) Where shares issued to an employee under an employee share scheme are subject to a restriction on the 

transfer of the shares - 

(a) no amount shall be chargeable to tax to the employee under the head “Salary” until the earlier of — 
(i) the time the employee has a free right to transfer the shares; or 
(ii) the time the employee disposes of the shares; and 


(b) the amount chargeable to tax to the employee shall be the fair market value of the shares at the 
time the employee has a free right to transfer the shares or disposes of the shares, as the case may 
be, as reduced by any consideration given by the employee for the shares including any amount 
given as consideration for the grant of a right or option to acquire the shares. [S.14(3)] 

Answer-5 
Option | rad . . . 
Option 1 is that he can treat this amount as income of TY 2012 because it is received in this year. 


Option 2 

2™ option is that if Mr. Waseem’s income due to receipt of arrears the employee is chargeable at higher rates of tax 
than would have been applicable if the amount had been paid to him in the tax year In which the services were 
rendered, he may, by notice in writing to the Commissioner, elect for the amount to be taxed at the rates of tax that 
would have been applicable if the salary had been paid to him in the tax year (TY 2009) in which the services were 
rendered. [S.12(7)] 

Answer-6 

Any foreign-source salary received by @ res 
foreign income tax on the salary. 


ident individual shall be exempt from tax if the individual has. paid 
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It will be assumed that resident individual has paid foreign income tax on foreign-source mex tax has been 
withheld from the salary by the individual's employer and paid to the revenue authority of the foreign country, 


[S.102] 


Answer-7 


Based on following calculations Mr. Munir should treat the golden hand shake as separate block (Option-2) as it 


would result in net saving of Rs. 787,450 (1,182,500 — 395,050) 
Mr. Munir 


Taxable Income and tax thereon 
TY 2015 


Option-1 Treating golden hand shake in normal way 
Income from salary (W-1) 
Taxable income 

Tax (Table 2) 


Option-2 Treating golden hand shake as separate block 


Income from salary (W-1) 
Total income 
Less: Golden handshake — taxable separately 


Taxable income — under NTR 


(1,095,000 + 35% x 250,000) 


Tax on above (Table 2) (15,000 + 12.5% x 1,050,000) 


Add: Tax on golden hand shake (4,000,000 x 6.22%) 
. Taxable income 

TY 2014 _ 3,650,000 
TY 2013 - 3,100,000 
TY 2012 l 2,700,000 

9,450,000 
Rate (588,000 / 9,450,000) i 
(W-1) Income from salary 
Basic Salary [S.12(2)(a)] (350,000 x 6) 


Leave Encashment [S.12(2)(a)] 
Golden hand shake[S.12(2)(e)iii)] 


Answer-8 

TY 2017 

Income from salary (Free right to transfer the shares acquired on 31 July 2016) 
FMV of shares on receiving free right (30,000 x 50 

Less: Consideration given by employee (30,000 x ri 


Income from salary 


Income from capital gain (Disposal of Shares on 31 May 2017) 


Considerati 
rian eration received (65 x 10,000) 
Cost of shares 
30 x 10,000) 
Amount charged under the head sal ; , 
aan Salary (600,000/30,000 x 10,000) 
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6,250,000 
6,250,000 
1,182,500 


6,250,000 


6,250,000 
(4,000,000 


2,250,000 


146,250 
248,800 


—— 
395,050 


Tax 
185,000 
130,000 
273,000 


. 588,000 


6.22% 


2,100,000 
150,000 
4,000,000 


6,250,000 


1,500,000 


(900,000) 


600,000 


650,000 


300,000 
200,000 500,000 


150,000 
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Answer- 
e from sala Rs(000) Rs(000) 


Basic Salary = : 6,000 
Employee Contribution (ignored being already included i 


Employer Contribution (50 x 12) n above salary) a e 
Less: Exempt upto lower of: 
1/10" of Basic Salary (6,000 x 10%) = 600 
- 4150 150 450 
Interest on provident fund ; ii 
Less: Exempt upto higher of: pal 
1/3" of Basic Salary (6,000 / 3) — 
- Interest @ 16% ((3,391/20) x 16) 2713- 3413 678 
Income from Salary (2713). 7128 
swer-l š 


Leave encaŝhment 
Leave encashment of Rs. 600,000 is taxable under the head salary. 


Unapproved provident fund 

Rs. 4,000,000 from unapproved provident fund includes Rs. 2,000,000 contributed by Sajid which is an employee 
contribution so no treatment is required as the amount is paid from salary. Remaining Rs. 200,000 probably 
comprise of principal and interest which is now taxable on receipt basis under the head income from salary. 

Una tui 

Unapproved gratuity of Rs. 2,500,000 will be exempt upto lower of 50% of the amount receivable or Rs. 75,000. As 
Rs. 75,000 is lower than 50% of amount receivable of Rs. 1,250,000 (Rs. 2,500,000 x 50%), the amount to be 
included in taxable income is Rs. 2,425,000 (2,500,000 — 75,000). 


Transfer of property 

Where a property is transferred, salary shall include fair market value of property at the time of transfer less amount 
paid by employee to the employer. As fair market value of vehicle at the time of transfer is Rs. 2,000,000 and the 
amount transferred by Sajid to employer'is Rs..500,000,'the amount to be included in taxable income will be Rs. 
1,500,000 (2,000,000 — 500,000). [S.13(11)] 


Answer-11 

Where a loan is provided by an employer to an employee and no profit (interest) on loan is paid by an employee 

the salary shall include interest on loan calculated at bench mark rate. è 

However nothing will be added in the salary income if: 

$ the loan is upto Rs. 1,000,000. 

3 the interest benefit is arising because employee has waived the interest to employer when employee had 
provided the loan to the employer. l 
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Answer-12 
Salary taxation on receipt basis 


Income from salary —20X2 
Salary (500,000 x 6) 


Leave encashment 

Recognised provident fund (Accumulated balance) 
Arrears for 20W9 & 20X0 (1,300,000 + 1,700,000) 
Taxable Income 

Tax liability [1,095,000 + (35% x 600,000)) 


Salary taxation on accrual basis 


Income from salary — 20X2 
Salary (500,000 x 6) 

Leave encashment 
Recognised provident fund (Accumulated balance) 
Taxable income 

Tax liability [165,000 + (22.5% x 1,200,000)] 


Income from salary — 20X0 
As per question 


Received in TY 20X2 
Taxable income 
Tax liability [435,000 + (27.5% x 1,900,000)] 


Income from salary —20W9 
As per question 


Received in TY 20X2 
Taxable income 
Tax liability [435,000 + (27.5% x 900,000)) 


Conclusion 


(A) 


(B) 


(C) 


If Luse accrual basis (20X2 + 20X0 + 20W9) (435,000 + 957,500 + 682,500) 


If I use receipt basis (20X2 + 20X0 + 20W9) (1,305,000 + 300,000 + 404,500) 


Tax savings (2,075,000 — 2,009,500) 


Jamal should select salary taxation on receipt basis as it results in tax savings of Rs. 65,500 


3,000,009 
600,009 
3,000,009 
___ 6,600,007 
1,305,000 


3,000,000 
600,000 


——. 
3,600,000 
435,000 


3,800,000 
1,700,000 
5,500,000 


957,500 


3,200,000 
__1,300,000_ 

4,500,000 

682,500 


2,075,000 
2,009,500 


65,500 
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- PRACTICE QUESTIONS 
u stion-1 


Ms Fauzia, a resident in Lahore, Pakistan, has w 
yen en ded 30 June 2012, her income/receipts are wie pit plies (Pvt) Ltd (SPPL) for many years. For the 
er basic salary during th 5 
(a) rho = § the year was Rs, 100,000 per month. Other perquisites given in cash or kind were as 
(i) A a allowance at 15% of her basic salary. The terms of her employment do not provide for free 
., medica! treatment or hospitalisation or any reimbursement of such expenses 
(ii) ee i pik a car for official and personal use. SPPL had obtained the car by way of a 
‘case and its fair market value at the time of the lease was Rs. 1,600,000. The lease rentals 
paid during the year were Rs. 200,000. ies 


(ii) | SPPL reimbursed her Rs, 20,000 per month, bein i 

s > ly g the school fees of her child. 

(iv) SPPL gave her a loan of Rs. 500,000 on 1 July 2011 at 5% mark. Ms Fauzi vai 
interest on her account with SPPL. = ae eee 


(v) | SPPL paid her Rs.100,000 in lieu of her unavailed recreational leaves. 


(vi) a po the best employee award of SPPL in the form of a laptop having a fair market value of Rs, 


- 


(vii) Due to the escalation of food prices, a lump sum amount of Rs. 50,000 was paid to her in June 2012. 
(viii) Zakat of Rs. 340,000 was paid under the Zakat and Ushr Ordinance, 1980. 


Additional information about employment 
(i) Ms Fauzia paid Rs. 50,000 for attending a training workshop to equip her with the latest audit 
techniques. 
SPPL did not reimburse this amount. 
(ii) | SPPL deducted tax of Rs. 30,000 from her salary paid during the year. 
Required; 
Compute Ms Fauzia’s taxable income and her total tax payable for the tax year 2012. 


Question-2 

The following information is provided by Mr. Qureshi. 

(1) Qureshi, a citizen of Pakistan, retired from the services of XYZ Private Ltd (XYZ) on 29 June 2007. On 
retirement, Qureshi was eligible to receive the following from XYZ: 

(i) | Amonthly pension of Rs. 20,009 payable from 1 July 2007. 

(ii) Rs. 100,000 in lieu of unavailed privileged leave. E 

(iii) Rs. 450,000 as a gratuity. The gratuity payable was under a gratuity scheme of XYZ, which is 
applicable to all the company’s employees. The gratuity scheme has been approved by the Federal 
Board of Revenue. , é 

_ The pension is deposited at the end of each month into Qureshi's bank account. The amounts for the leave 

pay (leave encashment) and gratuity were paid by XYZ to Qureshi on 5 July 2007. No taxes were deducted 

by XYZ from the above payments. 

(2) Qureshi commenced employment with Superior Steel Ltd (SSL) on | July 2007 as the factory accountant. In 
accordance with the terms of his employment the following remuneration and benefits were received by 
Qureshi for the year ended 30 June 2008: si 

i i lary of Rs. 200,000. oa , 

a n MeS DI Rs. 20,000 for housing and Rs. 30,000 each for utilities and medical 
treatment. ` . 

iii intained motor car for his business and private use. R 

(ip peat all medical treatment or hospitalisation charges for Qureshi and his wife. 

(3) Asa policy matter of SSL, which is applicable to all employees, the basic salary for the month is deposited 

into bie rales bank account on the first working day of the following wee The monthly allowances 
i king day of each month, 
; loyces from the cashier on the last working da) 
(4) Feti z j pore my ak benefit ofa car to Qureshi, a new Toyota Saloon was taken on lease by SSL on 
n order a od from an approved leasing company, for an annual lease rental of Rs, 400,000 payable 
ee eos If the car had been purchased outright by SSL, the cash price would have been Rs. 


1,200,000. 
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(ii) For the year ended 30 June 2008, SSL paid Rs. 210,000 as hospitalisation charges for the treatment of 
Qureshi’s wife. j ; i l 
(ii) During the month of June 2008, Qureshi was on vacation. On resuming his duties on 7 July 2008, he 
collected his monthly allowances from the cashier for the month of June 2008. 

(5) Due to the constantly fluctuating power supply, SSL agreed to supply electricity to the apartment rented by 
Qureshi from the factory generator, The electricity units consumed during the year ended 30 June 2008 as per 
the meter installed in the apartment, if purchased from an independent power company, would have cost Rs, 
123,800. a ' 

(6) Qureshi paid Rs. 15,000 as Zakat under the Zakat and Ushr Ordinance, 1980 in the year ended 30 June 2008, 

Required: ; 
Compute the taxable income of Mr. Qureshi for the relevant tax year under the appropriate heads of 
income. 


Question-3 


For the purpose of this question, you should assume that today’s date is 15 July 2009, 

The following information is furnished to you by Mr. Moshin (M), a citizen of Pakistan, for his accounting year 
ended 30 June 2009. 

(1) Mjoined the JMC Medical Centre Karachi (JMC) from 1 August 2008 on a five-month contract. His terms of 


(i) A basic salary of Rs. 300,000 per month. 
(ii) A commission equal to 20% of the gross consultancy fees collected by JMC in respect of the patients 
referred to M. 
(iii) | Monthly cash allowances of: 
~ 45% of basic salary for rent; and 
= 10% of basic salary for medical. 
(iv) JMC and M each to contribute 8% of M’s basic salary to the JMC Employees Provident Fund. The 
fund is not recognised by the Commissioner. 
(v) Free medical treatment for M and his wife. 
(2) The consultancy fees, collected by JMC for the period from 1 August 2008 to 31 December 2008 from the 
patients referred to M, was Rs. 3,900,000. 
(3) The following amounts were also received by M in the tax year 2009: 
(i) From the JMC Employees Provident Fund (Fund), 240,000 
Rs. 120,000 was contributed by JMC and Rs. 120,000 was deducted from M’s salary. 
(ii) Consideration received for vacating the possession of a building occupied by him M 
had paid Rs. 600,000 to the previous tenant to acquire the possession of the building. 
1,000,000 
(4) On 1 March 2009, on the occasion of Eid, JMC paid all their employees one month’s basic salary as a bonus. 
JMC informed M, that though he was no longer their employee, as a special case, he would be paid a bonus 
of Rs. 150,000. M informed JMC that the Rs, 150,000 should not be paid to him but should be paid to the 
Poor Patients Unit managed by JMC, JMC paid the Rs. 150,000 to the Poor Patients Unit on 31 March 2009. 
(5) a paid Rs. 27,000 as Zakat under the Zakat and Ushr Urdinance, 1980 in the year ended 30 June 2009. 
Required; 
Compute the taxable income of Mr, Moshin under the appropriate heads of income for the tax year 2009. 


Question-4 

The following information is furnished to you by Mr, Cyrus Banaji for his accounting year ended 30 June 2007 

(1) On 31 December 2006, Cyrus, a citizen of Pakistan, retired from the i of the Karachi branch of 
ABC Limited (ABC), a company incorporated under the law of a country outside Pakistan. Cyrus has been in 
the employment of ABC since | January 1990 and on retirement he received: 


=- Rs. 1,000,000 from ABC as a gratuity, The amount received was i 
bys : ° not from an ‘fund approved 
by the Commissioner or a gratuity scheme approved by the Federal Board of kand iii 


- Rs. 9,000,000 from the ABC Employees Provident Fund being the 


account of the fund, The fund has been recognised by the Commissioner, an 
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(2) On I June 2007 (on which date Cyrus w 


(3) The terms of employment of Cyrus with ABC Provided for the following: 
(i) A basic salary of Rs. 250,000 per month. 


(ii) | Monthly cash allowances of: 
= Rs. 25,000 for utilities 
- Rs. 45,000 for house rent assistance 


(iii) A company maintained car (purchased for Rs. 2,000,000 on 1 January 2003) for Cyrus’s personal and 
business use. 

(4) | Under the ABC car policy, a retiring employee, with at least three years’ service, has the option to purchase 
the company maintained car used by that employee at the accounting written down value (WDV) of the car. 


Cyrus exercised this option and purchased the car at its WDV of Rs. 100,000 on 30 December 2006. He sold 
the car on 1 January 2007 for Rs. 250,000. 


Required: 
Compute the taxable income of Mr. Cyrus Banaji for the relevant tax year. 
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PRACTICE QUESTIONS’ SOLUTION 


Answer-1 
Ms. Fauzia | 
Taxable Income and Tax Thereon ý 
Tax Year 2012 


Income from salary 
Basic salary (100,000 x 12) [S.12(2) (a)] 
Medical allowance (15% x 1,200,000) m 

Less; Exempt up to 10% of 1,200,000 [2™ Sch. Cl, 139] 
Perquisite representing car (1,600,000 x 5%) [S.13(3)] 
Reimbursement of child's school fee (20,000 x 12) [S.12(2)(d)] 
Encashment of recreational leave [S.12(2)(a)] 
Fair market value of laptop [S. 13(11)] 
Lump sum amount for food 

Total income 

Less: Zakat Paid 

Taxable income 

Tax Liability (Table 2) (15,000 + 12.5% x 330,000) 

Less: Tax deducted u/s 149-Salary 

Tax Payable/(Refundable) 


Items not included in the computation of taxable income 
(i) As Ms. Fauzia waives the interest on her account with SPPL therefore the interest benefit on loan provided 


to her at lower than the benchmark rate will not be included in calculating taxable income. (S.13(7)] 
(ii) | No deduction is allowed under the head “Income from Salary” therefore Rs. 50,000 for training workshop 


will be ignored. 
Answer-2 ; 
(a) Mr Qureshi 
Taxable Income 
Tax year 2008 
xable incom Rs, 
Income from Salary 
From XYZ Private Ltd: 
Pension Rs. 240,000 (Rs. 20,000 x 12 months) — exempt from tax (Note 1) [2"™ Sch. Cl. 8] % 
Payment in lieu of unavailed leave [S.12(2) (a)] 100,000 
Gratuity (450,000 — 300,000) [2™ Sch. Cl. 13(iii)] 150,000 
rom Superior Steel Ltd: i 
Basic salary — Rs. 200,000 x 11 months [S.12(2)X(a)] 2,200,000 
Allowances (Note 2) 
- Housing — Rs. 20,000 x 12 months —_[S.12(2){c)] 240,000 
- Utilities — Rs. 30,000 x 12 months —_[S.12(2){c)] 360,000 
Medical — Rs. 30,000 x 12 months —_[S.12(2)(c)] (taxable as reimbursement is as per terms) 360,000 
Benefit of company-maintained car (5% of Rs. 1,200,000) x 11/12 [S.13(3)] 55,000 
Benefit of free hospitalisation — Rs. 210,000 — exempt from tax (Note 3) [2™ Sch. C1.139) PUR 
Free electricity [S.13(6)] 123,800 
Total income ia 3,588,800 
Less: Zakat pai ; 115. 
Taxable income Se or 500 
otes toi e com ti i 
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The Rs. 240,000 (Rs. 20,000 : 
ei twelve months from July 2007 tae bY Qureshi from XYZ Private Ltd (XYZ) as his pension for the 
is a citizen of Pakistan. [2™ Sch. CI. 8] is his salary income for the tax year 2008and is exempt since he 


(2) A person is treated as having received an amount, if i 
thus made available to Qureshi in June 2008 : 
2008. [S. 69] a 
(3) Rs. 210,000 paid by SSL for the hospitalisation ch 
as this benefit is in accordance with th 
number of the hospital is available, 


is made available to the person. The allowances were 
crefore treated as having been received by him in June 


arges for the treatment of Mrs Qureshi is exempt from tax 
rpg of employment of Qureshi. It is assumed that the national tax 
and SSL has certified and attested the hospital bill. [2"* Sch. Cl. 139] 


Answer-3 
Mr. Moshin 
Taxable Income 
: Tax year 2009 

Computation of taxable income Rs. 

Income from salary ' 

From JMC Medical Centre (JMC): 

Basic salary for five months [ S. 12(2) (a)] (300,000 x 5) 1,500,000 

Commission [ S. 12 (2) (a)] (20% of Rs. 3,900,000) 780,000 

Rent allowance - 45% of Rs. 1,500,000 [S. 12 (2) (c)] 675,000 

Medical allowance - 10% of Rs. 1,500,000 (Note 1) 150,000 

Contribution of JMC to the employees provident fund (Note 2) 120,000 

Bonus [S.12 (2)(a)] (Note 3) 150,000 
3,375,000 

Income from other sources 

Consideration for vacating rented building [S.39(1) (k)] (1,000,000-600,000)/10 40,000 

Total income 3,415,000 

Less: Zakat [S.60] (27,000) 

Taxable income 3,388,000 

Notes referr t of income and ta 

(1) M's terms of employment provide for free medical treatment. Therefore, the medical allowance is fully 


taxable. 

(2) Asno interest is given so only employer contribution is taxable. 

(3) An amount is treated as reccived by an employee from any employment regardless of whether the amount is 
paid or provided by a past employer or a prospective employer. Furthermore, a person is treated as having 
received an amount, inter alia, if the amount is applied on behalf of the person, at the instructions of the 


person. 
Answer-4 

Mr .Cyrus Banaji 

Taxable Income 

Tax year 2007 

Income from Salary i 
From ABC; 
Consideration for agreeing to a restrictive covenant [$.12(2)(e)(v) 1,000,00 intii 
Gratuity [2" Sch. Cl. 13¢ii)] S itii 
Less: Exempt upto lower of: 

- Fed r 1,000,000 (75,000) 925,000 
Basic salary [S.12(2\(a)] (Rs. 250,000 = 6 months) 1,500,000 
= ; 

aeon [S.12(2)(c)] (Rs. 25,000 * 6 months) 150,000 

s Bee a 4 (Rs. 45,000 * 6 months) 270,000 
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Benefit of company-maintained car [S.13(3)] (5% of Rs. 2,000,000) x 6/12 50,000 
Benefit on purchase of car [S. 13 (11)] (Note 2) (250,000 — 100,000) 150,000 
Taxable Income 7,045,000 


(1) The accumulated balance due and becoming payable to an employee participating in a recognised provident 
fund is exempt from tax. 


(2) Where any asset is transferred by an employer to an salons the amount chargeable is the fair market value 
(FMY) of the asset as reduced by any payment the employee. The car purchased by Cyrus for Rs. 100,000 
was sold by him within two days of its acquisition for Rs. 250,000. It is, therefore a FMV of the car on the 
date of its transfer. Rs. 150,000 being the difference between the FMV (Rs. 250,000) and the payment made 
by Cyrus for the car (Rs. 100,000) is chargeable to tax as salary income. [S. 13(11)] 
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SCENERIO BASED QUESTIONS 
uestion-1 


Explain pipers pra amounts are chargeable/exempt in the hands of employee for TY 2016? 
(i) Mr. bt wo 3 ae eae He got retired on July 1, 2015 and from that date, company started paying 
__ mon y pen S Se s :000. He got a new job on July 1, 2015 in BZ Ltd. which is an associate of XYZ Co. 
(ii) Mr. A received Rs. 505,000 interest free loan from employer in current year, In 2012 the employee also gave 
loan to employer which was also interest free. 


(iii) Mr. Daniyal is a citizen of Pakistan. He left Pakistan on June 1, 2016 and remained abroad and got employment 
in Dubai. He received Rs, 20,000 Dirham/ month. He didn't pay any tax there, i a 


(iv) Mr. Anjum is currently receiving two pensions. One of Rs. 40,000 from Izar Corporation and another pension 
of Rs 42,000 from Real Corporation. 


Question-2 

Explain whether the following amounts are chargeable/exempt in the hands of employee for TY 2016? 

(i) Mr. Aqib worked as an employee for Foreign Newspaper and received $ 2,000 / month from there. Tax was 
properly deducted by foreign authorities. The current state bank rate is 1$= Rs. 101 

(ii) Mr. Udas won Best Executive Employee Award and presented with a laptop having Fair market value of Rs 
150,000 

(iii) Mr. Asif is in need of vehicle for his home. His employer has some old vehicles which are used in business. He 
sold a Honda City to Mr. Asif for Rs 800,000. The current market value of that vehicle was 1,000,000 

(iv) Employer gave a loan of Rs 400,000 to Mr. Udas @ 3%. However benchmark rate is 10%. 

(v) Mr, Aziz acquired a vehicle on lease for going to office. He pays Rs 20,000 as semi-annual lease payment and 
he has also incurred expenditure of Ks 3.000/month on petrol for going to office. 

(vi) Mr. Umer is employee of Akif Ltd and also a sleeping partner in Q Associates. He received Rs. 120,000 from 
the firm. 
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SCENERIO BASED QUESTIONS’ SOLUTION 


Answer-1 ; 
(i) A pension received by a citizen of Pakistan from a former employer shall ie hsp rae a if person 
continues to work for the employer (or an associate of the employer) then it will De arg > 
Therefore Rs. 15,000/month pension is chargeable to tax. a 
(ii) As per S.13 nothing will be added in salary income if the arr cence Segue employee has 
waived the interest to employer when employee had provided the oan to . , 
(iii) As per Section 51(2) where a citizen of Pakistan leaves Pakistan during a uc yarn elk puig 
during that tax year than salary income eamed outside Pakistan during that year sha ee e 
As per above provision nothing will be chargeable to tax in respect of foreign oe : snb ra ii 
(iv) If a person receives more than one pension, then only higher pension will be exemp . 
only 42,000 will be exempt from tax and Rs 40,000 will be chargeable to tax. 


Answer-2 . N b tifth 

(i) As per S. 102 any foreign-source salary received by a resident individual shall be exemp 
has paid foreign income tax on salary. 

As Mr. Aqib has paid the tax on his foreign salary so nothing will be chargeable to tax. 

(ii) As per S. 13(11) According to provision of law Where a property 1s transferred by an employer to an 
employee, salary shall include Fair Market Value of property at the time of transfer less amount paid by 
employee to the employer. So the fair value of laptop Rs. 150,000 will be chargeable to tax l 

(iii) As per S. 13(11) where a property is transferred by an employer to an employee, salary shall include fair 
value of property at the time of transfer less amount paid by employee to the employer. As per the above 
provision Rs, 200,000 will be chargeable to tax. 

(iv) As per Sec.13 nothing will be added in the salary income if the loan is upto Rs. 1,000,000, that’s why 
nothing will be added in income as the amount of loan is Rs. 400,000. 

(v) No deduction shall be allowed for an expense paid by an employee under the head “Salary”. 

Therefore these expenses are not allowed as deduction under the head Income From Salary 

(vi) © The profit received from firm is not treated as Income from salary and it is not chargeable to tax under the 

head ‘Income from salary”. 


e individual 


‘| a) If an employee has worked for 7 months and his basic salary is Rs. 50,000/ 
or I - 50,000/month, 

To ni t should be added while calculating the benefit for accommodation 
Ifthe loan is waived on February 28, 2011, what should be d ith i 
Mr. Amir is working as technical manager in PTCL. PTCL owne 100% a i 
Ufone. During the current year he was sent on special assignment i ok ie 
salary for this period was paid by Ufone. How it will be taxed? aiaia 
Under various provisions of law aee 
an amount. You are requi 


[S.13(12)] 


po 
[S.12(6),(7)] 


[S.12(6)] 


benefit 
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LECTURE NOTES 
Question-1 


Moin is working as a Commercial Manager in an unlisted publi He derived 
following cmoluments during the tax year ended 30 June me a company, for the past many years. , 


ity (per month 250,000 


Housing allowance (per month 
ravel allowance (per month 


In addition to above, Moin was also provided with the following: 

(i) Performance related bonus of Rs. 500,000. The bonus was, however, paid to him on 5 July 2018. 

(ii) Rs. 900,000 for signing a bond with employer. According to the bond he would not resign from his 
employment for 5 years. 

(iii) | A special allowance of Rs. 50,000 was paid to meet expenses necessarily to be incurred in the performance 
of his official duties (a special training program). Actual expenditure was Rs. 40,000. 

(iv) | Reimbursement of Rs. 20,000 in respect of telephone and internet charges. 20% of this amount was spent 
by Moin in performance of his official duties. 

(v) He has been provided a company maintained 1600cc car which was used partly for official and partly for 
personal purposes. The employer has leased the car from a bank. The gross lease rentals payable over the 
period of lease of 3 years amount to Rs. 2,700,000. The fair market value of the car at the time of lease was 
Rs. 2,000,000. The total lease rentals paid by employer during the year amounted to Rs.900,000. 

(vi) The services of a housekeeper are provided by employer. House servant salaries for the year paid by 
employer are Rs. 230,000 and Moin paid Rs. 40,000 to employer in this regard. 

(vii) On31 December 2017, he received a loan of Rs. 2,000,000 from employer. The loan carries a mark-up of 
4% per annum. The prescribed benchmark rate is 10%. 

(viii) Rs. 300,000 of above loan was waived by employer on June 30, 2018. 

(ix) Moin obtained a loan of Rs. 350,000 from MCB bank for his. daughter’s marriage some years back. In the 
current year employer paid this amount to bank. 


Required: . 

Under the provisions of Income Tax Ordinance, 2001 and rules made thereunder, compute taxable income and net 

tax payable by or refundable to Mr. Moin for the year ended 30 June 2018, (15) 
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Question-2 


Mukarram is working as a Commercial Manager in Airmen a et A 
company, for the past many years. He derived following emoluments during 


250,000 
ravel allowance (per month) 


In addition to above, Mukarram was also provided the following: 


(i) A used company maintained car for both business and personal use. This car was apes peii 
20X4 in replacement of his previous car, This car was purchased three years A oa P Eas 
1,000,000. However, the fair market value of the car on 1 July 20X4 was Rs.800, . eptember 
20X4, in accordance with the terms of his employment, AEL transferred the previous car to Mukarram at 
book value. The market value of the car at the time of transfer was Rs. 400,000 whereas its book value was 
Rs. 200,000. On 1 June 20X5, Mukarram sold this car to his neighbour at a price of Rs. 350,000. 


(ii) Two air-conditioners and a washing machine for use at home. The combined book value of these 


appliances was Rs. 300,000. The appliances are returnable to AEL after three years’ time. AEL charged 
10% depreciation on these appliances. 


(iii) On 1 January 20X5 AEL sold an item of inventory to Mukarram for Rs. 12,000. The net realizable value of 
the item of inventory at the end of 1 January 20X5 and 30 June 20X5 was Rs.22,000 and Rs. 24,000 
respectively. AEL had acquired it in July 20X4 at a cost of Rs. 35,000. 

Required: 

Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the taxable income 

of Mukarram for tax year 20X5, 


Limited (AEL), an unlisted public 
tax year ended 30 June 20X5: 
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INCOME FROM BUSINESS 


1. Income from business [Sec. 18] 

2. Deductions in computing income chargeable under the head “Income from Business” [Sec. 
20] : 

3. Deductions not allowed [Sec. 21] 

4. Depreciation [Sec. 22] 

5. Initial allowance [Sec.23] 

6. Intangibles [Sec. 24] 

7. Pre-commencement expenditure [Sec. 25] 

8. Scientific research expenditure [Sec. 26] 

9. Employee training and facilities [Sec. 27] 

10. Bad debts [Sec. 29] 

11. Method of accounting [Sec. 32] 

12. Cash-basis accounting [Sec. 33] 

13. Accrual-basis accounting [Sec. 34] 

14. Stock-in-trade [Sec. 35] 

15. Profit on debt, financial costs and lease payments [Sec. 28] 

16. Disposal and acquisition of assets [Sec. 75] 

17. Cost [Sec. 76] 

18. Consideration received [Sec. 77] 

19. Purchase of immoveable property in cash [Sec 75A] 

20. Speculation business [Sec. 19] 

21. Minimum tax on the income of certain persons [Sec. 113] 
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ter 8: Income Irom Business 


a 


CHAPTER g 
INCOME FROM BUSINESS 


ition 
pefinit Judes: 


“pusiness” inc 
+ any trade, commerce, manufacture, profess; 


an, Vocation or 


pee EE | Deductions 
Chargeable Lome 


z Not allowed 


Distinction of business with employment 


Business is an activity with the objective of earning profits. Income from illegal business is also taxable. There 


is a clear distinction between the income from business and employment. Following tests were used to decide 
whether activity was business or employment. 


(a) Whether the taxpayer (assesses) is doing his-own work or is working for other. 

(b) If taxpayer is working for number of persons, it indicates that the he is carrying on a business. 

(c) Ifthe work is done by a Company or a Firm, it is a business. 

If taxpayer is dealing with his own goods/services (independent! 

Income from business [Sec. 18] 

(1) The following incomes,(other than exempt income and incomes falling under final tax regime), shall be 
chargeable under the head “Income from Business”: 

the profits and gains of any business carried on by a person at any time in the year; 

Only real profits are taxable. Therefore gain arising on revaluation of fixed assets/investments/foreign 

currency is not taxable. 

Similarly impairment loss is also ignored for tax purpose. 

(b) income of any trade/professional association from the sale of goods or rendering of services to its 
members; 

For example, annual membership fee charged b ICAP to its members for rendcring various services. 
Explanation - Further it is clarified that income derived by co-operative societies from sale of goods, 
immoveable property or provision of services to its members is taxable. 

¢) any income from the hire of tangible movable property, = ~ 

For example, rent a car business. Note: Rent of immoveable propert falls under ; Imeeme from Ero ert 

: ‘ved during a past, present, or prospective business relationship, 
oy ee ER Se uda a benefit from waiver of profit on debt or the debt itself 
It means that if a person has obtained a loan from bank and later on he is not able to repay and as a 
: ; ay. then this benefit will be treated as income. 
consequence of which bank waives the req 

(©) management fee derived by a management gen on, where person’s business is to derive such 

Any profit on debt (interest income) derivo “| y me from Business” instead of “Income from Other 

income, shall be chargeable under the head “Inco 

Sources”, 

So, the income of the bank is taxable as “income 

“profit on a debt” whether payable or reas 

(a) Any profit, interest, discount, premium paya 

on debt; or - 

Return of capital means dividend which 1s © 

(b) “Any service fee on a debt, including fee P 
[Clause 46 of section 2] 


it is business. 


(2) 


from business” and not as “income from other sources”. 


ans — ital wi 
das to a debt. However return of capital will not be a profit 


bviously not an interest, 


aid for credit facility not utilized; 
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“Debt” means any amount owing, including accounts payable and the amounts owing under promissory notes, 
bills of exchange, debentures, etc. [Clause 15 of section 2] 
d they have leased out any asset, amount paid 


(3) Where a lessor is a scheduled bank or a leasing company an 
by the lessee to lessor shall be treated as “Income from Business” for lessor. 


iscussion of lease of Machine in books of lessee and lessor a tax rules 


Books of Lessee (Dawlance) 


Book of Lessor (Bank) 
Income from business Income from business 
Rent received [S.18(3)] 70 | Sale of AC Xx 
Less: Initial allowance [S.23(4)] (3) | Less: Rent paid to bank [S.28(1})(b)] (70) 
Less: Depreciation [S. 22(13) (c)] (15) 


(4) Where any mutual Venture Capital Fund distributes interest income to any bank it will be chargeable 
under the head “Income from Business” instead of “Income from Other Sources 3 
Here the word distribution refers to the dividend. Therefore dividend received by a bank from mutual 


fund’s interest income is treated as income from business of bank and it is not considered as dividend. 


Question 
Explain the tax treatment of profit on debt in various situations? 
Answer 
Refer S, 18 
le under the head “Income from Business” [Sec. 20] 


Deductions in computing income chargeab 
(1)In computing “Income from Business”, a deduction shall be allowed for any expenditure incurred wholly 


and exclusively for business. 


EXAMPLE 
Mr. Amjad has obtained loan from bank for the purpose of purchasing a new car for personal use. However he 
used the loan for the purpose of purchasing some furniture for his shop. He cannot claim the deduction because 


loan is not exclusively obtained for the purpose of acquiring business assets. 


(1A) If a person animals for business, not as and animals have died or beco 
useless then sale proceeds on disposal of carcasses/animals less actual cost of animal will be allowed 
as deduction. 


Explanation: 
Carcass in this context means dead body. This provision deals with the persons who have animals for the purpose 


of getting milk from them. 
Example 
Mr. Kashif is in the business of selling fresh milk. Two of the c i 

s : ows in fleet are not producing milk as per the 
anaiai ha ‘a enem to sell these cows. The consideration received by hin is Rs. 20 000 mi apis 
ere e had purchased them for Rs. 50,000 per cow. Now Rs. 60,000 ((50,000-20,000) x 2 cows) will 

e allowed as deduction under the head income from business in the year of dis osal 
(2) Where depreciable or an intangible asset is purchased with a useful life fa 
; r depreciate or amortise it. ee ae 
3 A deduction will be allowed for any ex i 
ns 
o legal and financial advisory Services ana cies ies doen ee S 

o other administrative cost 


relating to planning and implementation of amalgamation. 
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Deductions not allowed [Sec. 21] 
{lowing deductions will not be allowed under th “ ane 
a any cess, rate or tax paid by the person in: nna income ftot nae 
e Pakistan or 
e a foreign country l 
that is paid on the profits of the business or is calculated as a percentage of 


1, It means that Pakistani income tax and foreign į i 5 : 
gn income tax is not allowed as deduction. 

taxpayer cannot ; 4 
2. Bs i ey not charge (recover) sales tax/federal excise duty from his customer it is allowed 


Example-1 


Following is the detail of taxes paid by Lite Ltd. for th : . A 
Property tax e purpose of his business: 


0,000 
Income tax - In Pakistan a 


t 15,000 
- In Foreign country 12,000 
Annual token tax on fleet of cars owned by it 1,000 


Which of the above shall be allowed as deduction? 
Solution: 


Only property tax and token tax shall be allowed as a deduction because they are not based on profits 
and gains of business. 


(b) tax deducted from an amount eamed by the person; 
(c) any expenditure from which the person is required to collect or deduct tax. However deduction will be 
allowed if the person has deducted and paid the tax as required by the law; 


The Loria in respect of purchase of raw material and finished goods shall be upto 20% of 
purchases, 


If the tax is recovered by tax authorities, it will be assumed as paid. 
Normally a person is required to deduct tax on payment of salary, rent, brokerage/commission, profit 
on debt, payment to non-resident, payment for services. 

Example 

Azhar Ltd. has paid salaries to his employees amounting to Rs. 1,000,000 on which tax is not 
deducted, Azhar Ltd. cannot deduct sala nse in computing taxable income from business. 


Question-1 
Mr. M has provided the following data relating to his business: 


Rs. in 000 
Sales 150 


Less: Purchases 
Net Profit 
No tax is withheld on purchases. 
Required: Calculate income from business? 


Answer-1 


Income from business 
Sale 


Less: Purchase allowed (Total — Not allowed) 
(80 - 16) 


(W) Purchase not allowed 
Lower of: 
- Purchase on which tax is not deducted 
- 20% of total 
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C 
E 


Question-2 


Mr. Q has provided the following data relating to his business: 


Sales 

Purchases 

Net Profit 
No tax is withheld on purchases of Rs. 7,000. 
Required: Calculate income from business? 
Answer-2 

Sale 

Less: Purchase allowed (Total — Not allowed) 

(37 - 7) 


(W) Purchase not allowed 
Lower of: 
- Purchase on which tax is not deducted 
- 20% of total purchase (20% x 37 


Question-3 


J. has provided the following data relating to his business: 
Rs. in 000 


Sales 5,000 
Less: Purchases — Raw Material (1,000) 
Salaries (300) 
Rent Expense (150) 
Prize awarded to customers for sales promotion 30 


3,520 


Net Profit 
J. has not withheld the tax on purchases amounting to Rs. 700,000. Further no tax was deducted on 


payments for rent and prizes. 
Required: Calculate income from business assuming: 
a) Your computation should start from sales figure. 
b) Your computation should start from profit figure. 
Answer-3 


a) 
Rs. in “000” 


Income from business 
Sales 5,000 
Less: Purchases — R.M (Total as per question — Disallowed) (1,000 — 200) (800) 
Salaries 300 
3,900 


Taxable income 


(W-1) Purchases disallowed 


Lower of: 
- Purchases on which tax is not deducted 700 
- 20% of total purchases (1,000 x 20%) 200 

b) 

Income from business Rs. in “000” 
Net profit 3,520 
Add: Purchases disallowed (W-1) 200 
Rent 150 
Prize 30 
3,900 


Taxable income 


(W-1) Purchases disallowed 


Lower of: 
- Purchases on which tax is not deducted 700 
- 20% of total 200 
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commission paid/payable exceed; 
(ca) the 3rd Schedule of the Sales Tax oe EN 
However full commission will be 


Act, 1990, © Bross amount of supplies (sales) for products listed in 


all i 
owed as deduction if person is appearing in Active Taxpayer List 


n 
Mr. Taimoor is selling the juice products listed in 3" 
poy provided you with the following details for T 
Commission 

Calculate his income for TY 2020 assuming: 

1) His name is appearing in ATL l 

2) His name is not appearing in ATL 
Answer 
1) 


Sale 
Less: Commission 


schedule of Sales tax Act, 1990: 
Y 2020: 


2) 


Sale 

Less: Commission (allowed lower of): 
- Actual =15 
- 02% o0f5,000 =10 


(d) entertainment expenditure exceeding such limits as may be prescribed; 

Rule 10 of Income Tax Rules, 2002 

Entertainment expenditure- 

(1) A deduction for entertainment expenditure shall be allowed if the expenditure is incurred wholly 
and exclusively for the purposes of business and is- 
(a) incurred outside Pakistan on entertainment for business transactions or where 

expenditure is allocated as head office expenditure; 

(b) incurred in Pakistan on entertainment of foreign customers and suppliers; 
(c) incurred on entertainment of customers at the person’s business premises; 
(d) incurred at a mecting of shareholders, agents, directors or employees; or 
(e) incurred at the opening of branches. 


(2) A deduction will be allowed where expenses is incurred on persons related directly to 
business. : 
(3) In this rule, “entertainment” means the provision of meals, refreshments, and reasonable leisure 


facilities in accordance with the traditions and norms of business in Pakistan. 
(e) any contribution made by the person to a fund that is not: 
e arecognized provident fund 
* an approved pension fund, 
* an approved superannuation fund, or 


r i d; i 
(ea) is Hien < ce ep contribution made by a person to an approved gratuity fund, an approved 


: ion fund; 

(N pannon fund or an appr oved superannuation established for the benefit of employees, if the person has 
not made effective arrangements to secure that tax will be deducted (u/s 149) from any payments made 
by the fund. 
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(g) 


any fine or penalty paid by the person for the violation of any law, rule or regulation; 
Fine penalties paid to Government such as penalty for not paying income tax or penalty for not 
fulfilling the requirements of Companies Act, 2017 are not allowed as deduction. l 
However the penalty for not fulfilling a business contract will be a tax allowable expense because it is 
not a violation of any law, rule or regulation. 
(h) any personal expenditures incurred by the person, 
(i) any amount carried to a reserve fund or capitalized in any way; i , ; 
(j) any profit on debt, brokerage, commission, salary or other remuneration paid by an association of 
persons to a member of the association; 
(I) any expenditure for a transaction paid under a single account head whose total exceeds Rs. 250,000, 
however if the payment is made through following modes the deduction will be allowed: 
© crossed cheque drawn on a bank 
© crossed bank draft or pay order or 
o any other crossed banking instrument showing transfer of amount from the business bank account of 
the taxpayer: 
Online transfer of payment from the business account of the payer to the business account of payee as well as 
payments through credit card shall be treated as transactions through the banking channel, if the transaction 
is verifiable from the bank statements of the payer and the payee: 
Above provision shall not apply in case of: 
(a) expenditures not exceeding Rs. 25,000; 
(b) expenditures for — 
(i) utility bills; 
(ii) freight charges; 
(iii) travel fare; 
(iv) postage; and 
(v) payment of taxes, duties, fee, fines or any other statutory obligation; 


Question: A company made all the below mentioned payments in cash. You are required to calculate 
the amount of deduction which will not be allowed under the head income from business? 


Expense expense expense expense 
i; Seen peer eis | 
| [a 


43,000 
| lt 
| 
OO y oo 

264,000 258,000 626,000 


An : Following amounts will not be allowed as deduction 


42,000+33,000+46,000+ 34,000 + 36,000 + 43,000 234,000 


(m) any salary paid exceeding Rs. 32,000/month to an individual otherwise than by: 
e acrossed cheque or 
e direct transfer of funds to the employee's bank account or through digital means 
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Question: A company made followi 
amount of deduction which will n be Payments to its employees. You are required to calculate the 


allowed under the head income from business? 


0 


As per the policy of company 
payments are being directly tran ob 

: ank 3 
Answer: Following amounts will not be a account of employee. 


(n) any expenditure paid of a capital nature, However depreciation or amortization deductions will be allowed, 
(o) | Any expenditure in respect of sales promotion, advertisement and publicity exceeding 10% of turnover paid 
by pharmaceutical manufacturers. 


Example [S. 21(0)] Mr. Anjum a pharmaceutical manufacturers has provided the 


following details: 


Rs, 
Sale 5,000 
Advertisement (800) 
Salaries (900) 
3,300 
Çalculate his income for TY 2020 assuming: 
a) We start from sale 
b) We start from profit - 
Answer 
a) Income from business Rs. 
Sale 5,000 
z , (500) 
Less: Advertisement 300 


Salaries 


(W-1) Advertisement allowed Lower of: 
- Actual at 


- 10% ofsale (5,000 x 10%) 


b) Income from business 


Profit 
Less: Advertisement Disallowed (Total — Allowed) (800 - 


500) 300 


(W-1) Advertisement allowed lower of: 
- Actual 
- 10% ofsale 


ont ibed limits. 
(P) Any expenditure on account of utility bill in excess of prescribed limi 
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(q) Any expenditure of industrial undertaking for sale made to a person who is not registered under Sales Tax 


Act, 1990. Formula is as below: 
(A/B)xC 


Where- 

A is deduction claimed; 

B is the turnover for the tax year , , 

C is sales (exclusive of arhi tax and federal excise duty) made to a person who is not registered under the 
Sales Tax Act, 1990 where sales equal or exceed Rs. 100 million per person: 

Disallowance shall not exceed 10% of total deductions: 

The Board may exempt persons from this clause. 


Question 
Mr. X has provided the following data relating to his business: ii 
. n 


million 

Sales (480 million to registered, 110 million to Mr. A unregistered, 10 million to Mr. B unregistered) 600 

Less: Expenses (320) 

Net Profit 280 
Required: Calculate income from business? 


Solution 


t rom sale 

Income from business Rs. in “000” 
Sales , 600 
Less: Expenses (320 — 32) (288) 


312 


Taxable income 


(W-1) Expense disallowed 
Lower of: 

-  320/600x 110 59 

10% of 320 


Net profit = O80 
Add: Expense not allowed 32 
Taxable income 312 


(W-1) Expense disallowed 
Lower of: 
-  320/600x 110 
- 10% of320 59 


(r) Expenditure upto 8%, claimed by a 
approved fiscal electronic device ca heen who fails to integrate his business with the FBR through 
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ote: 
Following amounts if included in expenses are not 
1. Accounting depreciation’ accountin 
loss/revaluation loss 
Security deposit paid by lessee to lessor 
Security deposit paid to utility companies 


allowed by tax authorities: 
§ amortisation’ accounting loss on sale of assets/impairment 


Charity paid under Section 61 (However tax credit wi 

i i ill b 

Charity and Zakat paid to poor families and beggars etc. e allowed) 

Porcans of tangibles and intangibles (However initial allowance and tax depreciation in respect of 
tangibles and tax amortisation in respect of intangibles will be allowed) 


Pre-commencement expenditure (However amortisation at the rate of 20% will be allowed) 
Provision for doubtful debt 


How to deal with different expenses if we start numerical from accounting profit: 
Following is a list of different types of expenses and their tax treatment 


- Allowed in accounting |- Allowed in accounting - Not Allowed in 
- Allowed in tax - Not Allowed in tax accounting 
- _ Allowed in tax 
1 


1. Salaries paid after . Salaries paid without deduction | 1. Tax depreciation and 
deduction of tax of tax 
2. Monthly salary of say . Monthly salary of say Rs. 
Rs. 18,000 paid in cash 37,000 paid in cash 
3. Fine not paid to . Fine paid to government 
government 
4. Property tax 4. Income tax 
5, Utility bills paid in cash | 5. Accounting depreciation and 
amortization 
6. Payment ofexpenses - | 6. Accounting loss on sale of 


nN 


3. Tax loss on sale of fixed 
assets 


ts 


amortization 
2. Initial allowance 
through cross cheque. fixed assets 
Provision for bad debt 


(Note: It is not an exhaustive list of expenses,] 


ow tod ith different expens we start numerical from sales figure: 


- Allowed in - Allowed in accounting - Not Allowed in 
- Not Allowed in tax accounting 
pment í - Allowed in tax 


- Allowed in tax 
treatment 
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Division II 
Deductions: Special Provisions 


Depreciation [Sec. 22] 


l. Method to be used is written down — oy l 
i iven in the question will be ignor a 
: ae Sonia ot he charged in the year of purchase while no depreciation will be charged in the year 


4 if Paasa is eligible depreciable asset, then in the first year initial allowance as well as normal depreciation 


i uent years of use only normal depreciation will be charged. 
J; legion a pipina aeta asset, id in the first year and subsequent years of use only normal 
depreciation will be charged. 
we Pucerecllae asset” means any tangible movable property, immovable property (other than unimproved 
land), or structural improvement on immovable property, owned by a person that — 
(a) has a normal useful life exceeding 1 year; 
(b) is likely to lose value as a result of normal wear and tear, or obsolescence; and 
(c) is used wholly or partly in deriving income from business, o. 
but shall not include any property for whi cost of asset is ed as d ion in the f urchase; and 
“structural improvement” in relation to immovable property, includes any building, road, driveway, car 
park, railway line, bridge, tunnel, airport runway, canal, fence, water or sewerage pipes, drainage, landscaping 
or dam. 
In case a depreciable asset is jointly owned by a taxpayer and an Islamic financial institution licensed by the 
SBP or SECP due to an arrangement of Musharika financing (or diminishing Musharika financing), the asset is 
considered as wholly owned by the taxpayer. 
(1) A depreciation deduction shall be allowed on depreciable assets used by a person. 
(2) preciation i applying the rate on opening WDV of the asset. Following are the rates: 


Furniture and fittings, Plant and machinery — general, Motor vehicles and ships, Technical and 
professional books 


In case of mineral oil concerns the income of which is liabl 
with the rules in Part-I of the Fifth Schedule. 
production installations. 


(5) The written down value at the beginning of the tax year shall be — 
(a) in the year of acquisition, the cost less initial allowance; or 

(b) in next years, the cost less total de i 
Explanation: Where any building, furniture 


(3), (6) Where an asset is used partly in deriving inco, 2 SifTerence shall be allowed as a deduction. 
the depreciation will be allowed on Proportionate basis. 


omputed assumin 


(9) Where an asset is used partly in derivi from business end pase for business 


> ng income i 
asset at the time of di usiness and partly for an 
of disposal shall be increased by the amount of Ginnie ae Avge s the 
in the previous - 


eh ee 
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(13) 


(14) 


The total depreciation and initial 


(a) 


(b) 
(c) 


(d) 


If a person exports or transfers out of Paki 
person has dispo 


Example , 
Safi Ltd. exported its special plant and ma 


Safi Ltd was Rs. 3,958,000 and written do 


gain/(loss) on disposal. 

Solution 
Consideration (Restricted to cost of asset) TASR 
Less: Tax Written down value (W) 1,301,000 
Taxable gain on disposal — 1,301,000_ 


allo : , 
the cost of passenger transport vehicle ¢ ownership shall not exceed the cost of the asset. 
Where the cost of passenger icle (not plying for hire) shall not exceed Rs. 7.5 million; 
Rs. 7,500,000, the considerati Ber transport vehicle (not plying for hire) is restricted to 
on ee disposal shall be calculated as follows- 
x 


A is the amount received on di i 
. Rs. 7.500.000: ead n disposal of the vehicle; 
C is the actual cost of acquiring the vehicle. [S. 22(10 


Example 
BTL ltd. disposed one of its vehic] 

i es for Rs, 8,000,000 in tax year 2024. The vehicle was 
aren tax year 2022. Cost of the vehicle was Rs. 7,800,000, Compute the amount of 


Solution 

Tax Gain/(loss) on disposal 
Sapri pe aa ‘sage x (7,500,000/7,800,000))} 7,692,308 

- en down value on Di (5,418,750) 

Taxable gain on disposal eae EERE 

Working 

Tax Written down value Vv 
Restricted cost (tax year 2022) 7,500,000 
Less: Depreciation -Tax year 2022 (7,500,000 x 15%) (1,125,000) 
WDV 6,375,000 
Less: Depreciation -Tax year 2023 (6,375,000 x 15%) (956,250) 
WDYV at disposal 5,418,750 


the cost of immovable property or a structural improvement shall not include the cost of the land; 

an asset owned by a leasing company and leased to another person is treated as used in lessor’s 
business; 

The depreciation allowed to a leasing company shall be deducted only against lease rental income. 
if consideration received on the disposal of immovable property exceeds the cost, the consideration 


shall be treated as the cost. 


Example 
A company disposed off its factory building for Rs. 10,000,000. Cost of the building at the 
time of acquisition was Rs. 8,000,000 and written down value of the building at time of 
disposal is Rs. 6,500,000, Compute the gain/(loss) on disposal. 
Solution 
Consideration 10,000,000 
Less: Tax Written down value: 
Cost 10,000,000 
Less: Accumulated depreciation (8 Mill- 6.5 Mill) (1,500,000) (8,500,000) 
1,500,000 


Taxable gain on disposal 


ble asset used in Pakistan, it will be assumed that 
of the asset. 


istan a deprecia 


ual to the cost 


sed of the asset for a consideration ¢ 


rseas inc. in USA for Rs. 4,575,000. Cost to 


chinery to Safi ove 
f disposal was Rs. 2,657,000. Compute the 


wn value at time o 
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Following format is to be used in tax numerical for fixed assets: 


Accounting profit 


Add: Accounting depreciation/accounting amortization 
Accounting loss on sale of fixed assets/intangibles © 


Tax gain on sale of fixed assets/intangibles 


Less: Tax depreciation/ amortization 
Accounting gain on sale of fixed assets/intangibles 


Tax loss on sale of fixed assets/intangibles 


Taxable income 


Initial allowance [Sec.23] 
(5) In this section, “eligible depreciable asset” means a depreciable asset other than — 


(a) road transport vehicle (however the vehicle plying for hire is an eligible depreciable asset); 

(b) furniture, including fittings; 

(c) plant or machinery that has been used previously in Pakistan; 

(d) plant or machinery for which full cost of asset is allowed as deduction in the year of purchase; or 
(e) Immovable property or structural improvement to the immovable property. 


If a person places an eligible depreciable asset in to service in Pakistan for the first time in a tax year a 
”) at 25% for plant and machinery 


deduction will be allowed (hereinafter referred to as an “initial allowance 
on the cost of the asset. The asset should be used for the purpose of business. 
The initial allowance deduction will be allowed within the later of: 
o the first time the asset is used or 
o the tax year in which commercial production is commenced. 
Note: Initial allowance is fully allowed as deduction even if the asset is not wholly used in business. 
(3) Section 76 shall determine the cost. 
(4) The deduction allowed to a leasing company or a bank shall be deducted only against the lease rental 
income. 
“Vehicles” are of 2 type 
Examples of plying for hire are: Examples of not plying for hire are: 
+ Daewoo bus Dawlance has provided a car to its 
New khan bus sales manager 
A bus taking passengers from Crescent college has provided a 


(1) 


= waters Kasur car to a teacher teaching audit. 
itial allowance will be allowed Initia] allowance will not be 
treatment Cost will not be restricted to Rs. allowed ü 
7.5 million Cost will be restricted to Rs. 7.5 
million 
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eee 
Some practice questions for depreciation 
yestion-1 [S.22 (2 Ons for depreciation 


~ Umer purchased furniture on 13-May-2 : 
Mia, 2014. Y-2012 costing Rs. 50,000, Calculate depreciation for TY 2012, 


Answers] 


Cost (13-May-2012) — 
Less: Depreciation (TY 2012) (50,000 x 15%) 7,500 


WDY (30.6.2012) ry 2013) 42.500 
rags: Depreciation (TY 2013) (42,500 x 15%) (6,375) 
WDV (30.6.2013) 36,125 
Less: Depreciation (TY 2014) (36,125 x 15%) (5,4 19) = 


WDY (30.6.2014) 30,706 
— mmm 


uestion-1A 
Mr. Taimoor purchased a new plant on 12-Mar-2023 costing Rs. 700. Calculate depreciation for TY 2023 and 


2024. 


Answer-1 A 

Rs. 

Cost (12-Mar-2023) 700 
Less! Initial allowance (TY 2023) (700 x 25%) (175) 
§25 

Less; Depreciation (TY 2023) (525 x 15%) (79) 
WDV (30.6.2023) 446 
Less: Depreciation (TY 2024) (446 x 15%) ey 


WDYV (30.6.2024) 


Question-2 

We purchased a building costing Rs. 425,000 on 15-May-2013. Calculate depreciation for the year 2013, 

2014 and 2015. 
Answer-2 
Cost (15-May-2013) 425,000 
Less: Depreciation (TY 2013) (425,000 x 10%) is 
WDY (30-Jun-2013) api 
Less: Depreciation (TY 2014) (382,500 x 10%) Gi 9) 
WDV (30-Jun-2014) y re 
Less; Depreciation (TY 2015) (344,250 x 10%) cae oss 
WDV (30-Jun-2015) ae ase 


Question-3 
Continuing from question. 2, building is sold for Rs, 200,000 on January 15, 2016. 


Answer-3 . 200,000 
Onsideration received (309,825) 


rt halal (109,825) 


Tax loss on disposal 


Questio -4 Saa . , 
We vorar a building for Rs. 425,000 on 13-May-13 building is used 70% in business and 30% personal. 
Calculate depreciation for the year ended 2013, 2014 and 2015. 
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Answer-4 


Cost 

Less: Depreciation (TY 2013) 
WDV (30-Jun-2013) 

Less: Depreciation (TY 2014) 
WDV (30-Jun-2014) 

Less: Depreciation (TY 2015) 
WDY (30-Jun-2015) 


Question-5 


Answer-5 


Consideration received 
Less: WDV 


2013 

2014 

2015 
Loss on disposal 


Question-6 


2010 and 2011. 
Answer-6 


Question-7 . 


Answer-7 
Consideration received 
Less: Written Down value 
Cost 


Tax Gain 


Question-7A 


Answer-7A 


Consideration received 
Less: Written Down value 
Tax loss 


Question-8 


first 2 years of use. 


143 


Continuing from question 4, assume that 


Less: Depreciation (30.6.2010) 


(425,000 x 10%) 
(382,500 x 10%) 


(344,250 x 10%) 


Add; Depreciation not allowed 


Mr. Harris has purchased a building costing Rs. 4,675,000 on 1 Octo 


WDV (30.6.2010) 
Less: Depreciation (30.6.2011) 
(30.6.2011) 


Mr. Riaz has purchased a building costing Rs. 6,800,000 on 1 Se 


(4,675,000 x 10%) 


(4,207,500 x 10%) 


Rs. 
425,000 
42,500 
382,500 
38,250 
344,250 
34,425 


309,825 
—_—__—_—_— 


the building is sold for Rs. 200,000 in TY Bo 6. Calculate loss/gain. 


Continuing from Q.6, the building is disposed off for Rs. 7,000,000 in TY 2012. Calculate gain/(loss)? 


Less: Accumulated Depreciation (4,675,000 — 3,786,750) 


Continuing from Q.6, the building is disposed off for Rs. 2,000,000 in TY 2012. Calculate gain/(loss)? 


ptember 2012. Calculate depreciation for 


ber 2009. Calculate depreciation for TY 


3,786,750 


(6,111,750) 


3,786,750 
(1,786,750) 


Private 
(30%) 


12,750 


11,475 


10,327 


Rs. 


200,000 


(344,377) 
(144,377) 


4,675,000 
467,500 
4,207,500 
420,750 


7,000,000 


888,250 


2,000,000 
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cha 


Depreciation (30.6.2013) 6,8 a 6,800,000 
E gn 
WDY (30.6.2014) iihi (612.000) 
uations from Q.8 Mr. Riaz has disposed off the buildin 
Calculatio n gain/(loss)? g on 1 November 2014 for Rs. 6,600,000. 


nswer-9 ; 
Consideration 6,600,000 


Less: WDV (5,508,000) 
Gain 1,092,000 


uestion-10 : ; 
Mr. Atif has acquired furniture costing Rs. 300,000 on 1 February 2011. After using it for 2 years it is 
exported on ] February 2013 to Nepal against a consideration of Rs. 70,000, Calculate gain/(loss)? 

nswer-10 

Consideration received 300,000 


Less: WDV(W) (216,750) 
83,250 


(Working) Calculation of WDY at the time of disposal 
WDV 
Cost 300,000 
Less: Depreciation (30.6.2011) (300,000 x 15%) ` (45,000) 


WDV (30.6.2011) 255,000 
Less: Depreciation (30.6.2012) (255,000 x 15%) (38,250) 


WDV (30.6.2012) 216,750 
Question-11 
Mr. A disposed off its factory building on June 25, 2011 for Rs. 650,000. It was purchased for Rs. 700,000 
and its WDV on June 30, 2010 was Rs. 277,000. 
Compute gain/ (loss) on disposal? 
Answer-11 
Consideration received 650,000 


Less: WDV i 277,000 


Gain on disposal 273,000, 


Question-12 
Mr. A disposed off its factory building on May 18, 2011 for Rs. 650,000. It was purchased for Rs. 400,000 


and its WDV on June 30, 2010 was Rs. 277,000. 
Compute gain/ (loss) on disposal? 


Answer- 
Chale te received aiii 
5; br i 650,000 
Accumulated depreciation (400,000- 277,000) en) a ATT 
ME osi 000 
Uestion-13 


ay 18, 2011 for Rs. 1,300,000. It was purchased for 


Mr. A di in his business on M 
disposed off a car used in his busin 1,200,000. 


Rs. 1,450,000 and its WDV on June 30, 2010 was Rs, 
mpute gain / (loss) or disposal? 
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1,300,000 


Answer-13 


Consideration received 1,200 
Less: WDV ie 
100,000 


Gain on disposal 


Question-14 
Mr. A disposed off a car used in his business on May 18, 2011 for Rs. 6,300,000. It was purchased for 
Rs. 7,650,000 and its WDV on June 30, 2010 was Rs. 5,200,000. 


Compute gain/ (loss) on disposal? 


Answer-14 

Consideration received (6,300,000/7,650,000) x 7,500,000 6,176,471 

Less: Tax WDV (5,200,000) 
976,471 


Gain on disposal 
Question-15 
his business on March 17, 2011 for Rs. 800,000. It was purchased for 
0% in business. Compute gain/ (loss) on 


Mr. A disposed off furniture used in 
Rs. 700,000 on May 20, 2008. Since its purchase it has been used 8 


disposal? 


Answer-15 


Consideration received 
Less: Written down value 
Add: Deductions not allowed 
TY2008 
TY2009 
‘TY2010 


800,000 


Gain on disposal 


Depreciation 


Depreciation Depreciation 


Calculation Allowed __ not allowed 
@15% Dep * 80% Dep * 20% 
Cost 700,000 - 
Depreciation (105,000) 84,000 21,000 
WDV as on 30.6.08 595,000 
Depreciation 89,250 71,400 17,850 
WDV as on 30.6.09 505,750 
Depreciation 75,863 60,690 15,173 
429,887 


WDYV as on 30.6.10 


Question-16 
Mr. A disposed off furniture used in his business on March 17, 2011 for Rs. 800,000, It was purchased for 
Rs. 700,000 on May 20, 2008, In TY 2008 it was used 80% in business and in TY 2009 it was used 100% in 


business and in TY 2010 it was used 40% in business. Compute gain/ (loss) on disposal? 


Answer-1 6 

Consideration received 800,000 

Less: Written down value 

Add: Deductions not allowed 429,887 
TY2008 
TY2009 
TY2010 


Gain on disposal 


a 


chapter 8: 


Income from Business 


Normal ; 
Depreciation Depreciation Depreciation 
Cost _ Calculation Allowed _ not allowed 


Depreciation 700,000 

WDV as on 30.6.08 105,000 84,000 21,000 

Depreciation an 

WDV as on 30.6.09 20 89,250 - 
iati ; 

AA 75,863 30,345 45,518 


WDY as on 30.6.10 


429,887 


vestion-17 , 
Mr. A exported a computer which was previously used as fixed asset in his business to Bangladesh against 
consideration of Rs. 300,000. The cost of asset was Rs. 200,000 and its WDV at the time of accel oe Rs. 


20,000. , ; 
Compute gain / (loss) on disposal? 


swer-17 s 
Consideration received 200,000 
Less: WDY (20,000) 
Gain on disposal 


Question-18 
Following is the detail of opening WDV of assets as on July 1, 2010. 

Building 500,000 
Plant and machinery 600,000 
Furniture and fittings 30,000 
Computer - 40,000 
Vehicle 60,000 
Following additions are made during the year to fixed assets: 

Asset Date of purchase Cost 
Building (1.4.2011) 85,000 
Plant and machinery- New from Pakistan (15.6.2011) 10,000 
Plant and machinery- Old from Pakistan (15.7.2010) 33,000 
Plant and machinery- New from Turkey (15.6.2011) 30,000 
Plant and machinery- Old from Turkey (15.6.2011) 50,000 
Computer (15.6.2011) 27,000 
Furniture and fittings (15.6.2011) 23,000 
Vehicle (13.6.2011) 8,000 


Following assets are disposed off during the year: 


WDY on 
Date ofsale 1.7.2010 Sale proceeds 
Vehicle 13.8.2010 15,000 20,000 
Plant and machinery 13.8.2010 40,000 50,000 


Required: Calculate tax depreciation? 
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Answer-18 


Depreciation calculation: 
Furniture 


Plant and and ; 
Machinery fittings © Computer Vehicle Total 


Buildin 
Rate 10% 15% 15% 30% 15% — 


On opening assets excluding disposals 
Written down value 500,000 600,000 30,000 40,000 60,000 
Less: Disposals - (40,000) (15,000) 
500,000 560,000 30,000 40,000 45,000 
Depreciation 50,000 84,000 4,500 12,000 6,750 157,250 


On additions 

Additions 85,000 123,000 23,000 27,000 8,000 

Initial allowance (N-I) — (-) (22,500) . (6,750) - 29,250 
85,000 100,500 23,000 20,250 8,000 

Depreciation 8,500 15,075 3,450 6,075 1,200 34,300 


220,800 
22,500 


Total depreciation and initial allowance 
-1) Initial allowance on plant and machine 


Intangibles [Sec. 24 

1. Method to be used is straight line. 

2. Amortization based on number of days used will be charged i 
amortization will be charged in the year of disposal. 

3. Residual value given in the question will be ignored. 

There is no concept of initial allowance in respect of intangibles. 


n the year of purchase while no 


Following are the basis of amortisation of in 
Amortisation period 


It will be amortised over useful life in whole numbers. 


Where life of an intangible is ascertainable 
Where life of an intangible is not ascertainable Useful life will be assumed as 25 years. 


Definitions 
(11) —_ Inthis section, - 
“cost” in relation to an intangible, means any expenditure incurred in acquiring or creating the intangible, 
including any expenditure incurred in improving or renewing the intangible; and 
“intangible” means any patent, invention, design or model, secret formula or process, copyright, trademark 
scientific or technical knowledge, computer software, motion picture film, export quotas, franchise, license, 
fit for a 


intellectual property, contractual rights and an enditure that provi v. e 
iod or one year (other than expenditure incurred to acquire a depreciable asset or unimproved 


Jand) but shall not include self-generated goodwill or any adjustment due to any accounting treatment. 
Intangibles eligible for amortisation 
(1) An amortization deduction shall be allowed on intangibles— 

(a) that are wholly or partly used by the person in deriving chargeable 


(b) that have a normal useful life exceeding 1 year. 
No deduction shall be allowed if full cost of intangible asset is allowed as deduction in the year of 


(2) 
purchase. 
(7) The total deductions allowed during ownership of intangible shall not exceed the cost of the intangible. 


ethod for computation of amortisation cha 
The amortization deduction for a tax year shall be computed as follows:— 


income from business; and 


(3) 
A/B 
where— 
A is the cost of the intangible; and 
B is the normal useful life of the intangible in whole years. 
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(10) 
t . 
(4) Where an intangible is used partly in cone, the useful life will be taken as 25 years; 


(5) i ortization will be allowed on proportionate Pasig ome anassa se 
if an intangible is not used for whole of the tax 


(6) year, the deduction shall be computed as follows: 
Ax B/C 
where = 
A is the amount of amortization; 
is the number of days in th ; gies 
B and s e tax year the intangible is used in deriving income from business; 


C is the number of days in the tax year, 
Tax Gain/(loss) on disposal , 
On disposal of an intangible, no amortisation shall be allowed in year of disposal and — 


(8) : 3 P 
(a) ir exceeds the WDV, the excess shall be chargeable under the head “Income from 


(b) oe is less than the WDV, the difference is deduction under the head “Income from 
(9) (a) The WDV at the time of disposal shall be calculated as follows- 


the cost of the intangible less total amortisation 
— deductions allowed to the person on intangible or 

the cost of the intangible less amortisation that would 

derive income chargeable to tax, be allowed if the intangible was wholly used 


(b) the consideration received on disposal shall be determined under section 77. 


Example-1 
Mr. Anjum has purchased an intangible costing Rs. 600,000 on 1.7.2012. Its useful life is 12 years. Calculate 


amortization expense for first 3 years. 


Answer-1 


Amortization — TY 2013 (600,000 / 12) 50,000 
Amortization — TY 2014 (600,000 / 12) 50,000 
Amortization — TY 2015 (600,000 / 12) 50,000 


xample-2 
Mr. Akram has purchased a computer software costing Rs. 300,000 on 1.07.2012. Its residual value is Rs. 


10,000, Its life is 30 years. Calculate amortization expense for first 3 years. 


Answer-2 

Amortization - 2013 (300,000 / 30) 10,000 
Amortization — 2014 (300,000 / 30) 10,000 
Amortization — 2015 (300,000 / 30) 10,000 


Example-3 

m Wasim has purchased a computer software costing 
0,000. Its useful life is not ascertainable. Calculate amo 
Answer-3 40,000 


Rs. 1,000,000 on 1.07.2012. Its residual value is Rs, 
rtization expense for first 3 years. 


ortization — 2013 (1,000,000 / 25) 40,000 
ortization — 2014 (1,000,000 / 25) 40,000 
Amortization — 2015 (1,000,000 / 25) j 


Rs. 300,000 on 1 March 2013.Its residual value is Rs, 
nse for first 3 years. 


Mer Ali has purchased a computer software costing 
Its life is 6 years, Calculate amortization expe 


Pr 4 arg x 122365 16,712 

mization — 2013 (300,000 / é 50,000 

Ama ation — 2014 (300,000 / 6) 50,000 
ortization — 2015 300,000 / 6 
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le- 
Continuing from example-4 Mr. Ali disposed off the software on 1 September 2015 for Rs. 170,000. Calculate 
gain/(loss) for TY 2016? 
Answer-5 
Consideration received 170,000 
Less: WDV (300,000 — 16,712 — 50,000 — 50,000) (183,288) 


Loss (13,288) 


Example-6 
Mr. 7-UP has purchased a software costing Rs. 300,000 on 1 March 2013. Its life is 6 years. It is used 60% in 


business. Calculate amortization expense for first 3 years? 


nswer-6 
Amortization — 2013 (300,000/6) x60% x 122/365 10,027 


Amortization — 2014 (300,000 / 6) x 60% 30,000 
Amortization — 2015 (300,000/6) x60% 30,000 
Example-7 
Continuing from Q. 6 on 1 September 2015 the software is sold for Rs. 170,000. 
Calculate gain/(loss)? 
Answer-7 


Consideration 
Less; WDV (300,000 — 16,712 — 50,000 — 50,000) 


amortization expense ass p i 
Amo ion = 2013 (300,000 / 6) x 122/365 
Amortization — 2014 (300,000 / 6) 
Amortization — 2015 


Pre-commencement expenditure [Sec. 25] 
(5) “Pre-commencement expenditure” is an expenditure incurred before the commencement of a business 


wholly and exclusively for business, including: 
e feasibility studies, 
e construction of prototypes, and 
ə trial production activities, 
It shall not include any expenditure for land, or for asset which is depreciated or amortised. 
(1) A person shall be allowed a deduction for pre-commencement expenditure. 
(2) _ Itshall be amortized on a straight- line basis at the rate of 20%. 
The total deductions allowed in the current and all previous tax years shall not exceed the expense. 
(4) No amortization deduction shall be allowed where full expenditure is allowed as deduction in the year of 


incurrence. 
Scientific research expenditure [Sec. 26] 
(1) A deduction will be allowed for scientific research expenditure in Pakistan wholly and exclusively for 
business. 
(2) In this section — 
“scientific research” means any activity in Pakistan in the fields of natural/applied science for the 
development of human knowledge; 
“scientific research expenditure” means expenditure on scientific research in Pakistan for development of 
business, including any contribution to a scientific research institution, other than expenditure incurred: 
(a) in the acquisition of any depreciable asset or intangible; ; 
(b) in the acquisition of immovable property; or 
(c) for ascertaining the existence, location or quality of a natural deposit; and 
“scientific research institution” means institution certified by Board for conducting research in Pakistan. 
loyee training and facilities |Sec. 27] 
A person shall be allowed a deduction for expenditure (other than capital expenditure) incurred for- 
(a) educational institution or hospital in Pakistan established for benefit of employees and their dependents; 
(b) institute in Pakistan for training of industrial workers recognized by Federal, Provincial, Local 
Government, 


(c) the training of a citizen of Pakistan, in connection with a scheme approved by the Board. 


Emp 
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bad debt ; 
(I the debt was — ebt ina tax : . 
a ‘ ‘ year if foll iti isfied: 
w i previously included in the person’s income fro owing conditions are satisfied: 
ii) for a money lent by a financial institution in deriving ta * fr 
ncome from business; 


rt of the debt is writt i 
) the debt or pa en Off in th 
(c) there are reasonable grounds for believing fhe ae of the person in the tax year; and 


EXPLANATION: “Included in Person's inca Sht is irrecoverable, 
Note: Provision for doubtful debt į 


Books of Bank 
MCB provided loan to one of 


to a customer for Rs, 10 on : 
credit and later on the debt was its customer of Rs.6 and later 
on the debt was proved to be 


proved to be bad. 
miken bad. 


Bad Debt Bad Debt 


Loan rec. ; 
Conclusion: As the debt was Conclusion: As the debt was | Conclusion: Although the 
previously included in the | not previously included in the | debt is not previously included 
Metro’s income from | Metro's income from in income from business but ` 
business so bad debt shall be | business so bad debt shall not | still allowed as deduction 
allowed as deduction to | be allowed as deduction to because the loan provider is a 
Metro. Metro. financial institution. 

(2) The bad debt deduction for a tax year shall not exceed the debt written off in the accounts of the person. 

(3) Where bad debt deduction has been allowed in a tax year and in a subsequent tax year the person recovers 

any amount, the following rules shall apply:- 
(a) Where the bad debt recovery is greater than the difference between: 
¢ the whole of bad debt and 
e the amount previously allowed as a deduction, 
the excess shall be included under “Income from Business” in the tax year in which it is received; or 
(b) where the bad debt recovery is less than the difference between: 
¢ the whole of bad debt and 
* the amount previously allowed as a deduction, o , 
the shortfall shall be allowed as deduction under “Income from Business” for the tax year in which 
it was received. 
l recove 
l . ‘ * . 

Example-} t 

A manufacturer has disclosed accounting profit of Rs. 600,000 for TY ad This is arrived at by deducting bad 

debt of Rs, 200,000, However commissioner allowed only Rs. 180,000 as bad. 

uired: 

Calculate taxable income for TY 2011? 


3 600,000 

Accounting profit 200,000 

‘Accounting bad debts (180,000) 

S: Tax bad debts 620,000 
otal taxable income 


nting profit which includes Rs. 25,000 for bad 


r u 
SS recovery relating to previous ebt. 
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Required: 
Calculate taxable income TY 2012. 


Answer-2 

Accounting profit open, 
Less: Accounting bad debt recovery a 0) 
Add: Tax bad debt recovery (W-1) E 
Taxable income ——— 
wn 25 

i ,000 

Amount received 700,000 


Less: Actual amount of bad debt ; 
Less: Previously allowed as deduction 180,000 20,000) 


Example-3 Q.1 assume in TY 2012, he disclosed Rs. 700,000 as accounting profit which includes Rs. 13,000 


Continuing from ) 

for bad debts recovery relating to previous year debt. 

Required: 

Calculate taxable income TY 2012. 

Answer-3 m 


Accounting profit 
Less: Accounting bad debt recovery oe 


Less: Tax bad debt (W-1) 
Taxable income 680,000 


ld 13,000 


Amount received 
Less: Actual amount of bad debt 200,000 
180,000 20,000 


Less: Previously allowed as deduction 
(7,000) 


TAX ACCOUNTING 
Method of accounting [Sec. 32] 
(1) A person’s chargeable income shall be computed as per method of accounting regularly employed. 
(2) A company shall record “Income from Business” on an accrual basis, while other persons may record on 


a cash or accrual basis. 
(3) The Board may prescribe that any class of persons shall account for income under the head “Income from 


Business” on a cash or accrual basis, 
(4) A person may apply for a change in the person’s method of accounting and the Commissioner may 
approve application if change is necessary to reflect the person’s income under “Income from Business”. 
(5) i ; person’s method of accounting has changed, the person shall adjust income, deduction and credit, so 
ə no item is omitted and 
e no item is taken into account more than once. 


Cash-basis accounting [Sec. 33] 

A person accounting for income chargeable under “Ingome from Busi P 
e derive income when it is received and oe 
e incur expenditure when it is paid 


on a cash basis shall: 


141 -a 
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rual-basis accounting [Sec, 34] 


Ace on accounting for income ch 
y) = "= Chargeable under the head 


shall: — . 
e derive income when it is due and 


e incur expenditure when it is able 


amount is due when the person beco ; 
g An e the time for discharge of the am tee to receive it even if: 

e the amount is payable by installments. Postponed or 
namount is payable by a person when: 

e the events show that liability have occurred and 

e the amount of liability can be determined y 


EREA vith reas 
Where a deduction is allowed for any expenditure in icine hig heat : 
iness” 


( bility within 3 years of the end of the tax year in whi and the person has not paid the 


lia = ich the deducti ert 
charg cable under the head ' Income from Business” in the first x iee a aa Pe unpaid Hability shall 
Mr. Asif has incurred repair expense of Rs. | 0,00 ing the end of the 3 years. 


authorities in the same year. It was not subsequent! 
6) Where an unpaid liability is added in income ( 
deduction will be allowed in the year of payment. 


GA) Ifa deduction is allowed for trading liability and person derives inst 
poters sider adne Ber Fina as” i Ap e, any benefit against it, the benefit shall be 


u 
Inc i n 
ome from Business’ on an accrual basis 
Ţ` 


(3) A 


0 in TY 2009 and it was allowed as deduction by tax 
paid, therefore it will be treated as income in Ty 2013. 
as above) and the person subsequently pays the liability, a 


Stock-in-trade [Sec. 35] 
(1) Stan “Income from Business” for a tax year, the cost of stock-in-trade disposed is calculated as 
(A+B)-C 

where — 
A is the opening value of the person’s stock; 
B is cost of stock-in-trade acquired in the year; and 
C is the closing value of stock. 
(2), (3) The opening value of stock-in-trade for a tax year shall be — 
(a) the closing value of the person’s stock-in-trade at the end of the previous year; or 
(b) Where the person commenced the business in the year, the fair market value of stock acquired 
prior to the commencement of the business. The FMV shall be determined at the time the stock is 
put in the business. 
(4) The closing value of stock shall be the lower of cost or net realizable value at the end of the year. 
(5) A person using cash basis accounting may compute cost of stock on the prime-cost or absorption-cost 
method. A person using accrual basis shall compute cost of stock on the absorption-cost method. 
(6) Where items of stock are not readily identifiable, a person may use first-in-first-out method or the 
average-cost method. Once chosen, a stock valuation method may be changed with permission of the 
M Commissioner and as per the conditions imposed by him. 
In this section, - 
stock-in-trade” means anything: 
* produced, manufactured, purchased 
* acquired for manufacture, sale or exchange or 
* any materials to be consumed in the production process. 
a shares will not be considered as oe a ; 
Ct materiaj costs” ial cost that become an 1 f 
“direct labour costs” ea oe directly related to the manufacture of stocks lume of stock 
datlable factory cverhead costs” means overhead which vary A gop eee aia weer l 
._attory overhead costs” means total manufacturing cost, oo ton is valued on the assumption that it is 
awe -first-out_ method” is an accounting principle in which ® 
ad in the order of acquisition; inciple in which stock is v 


p rerage-cost method” is an accounting pr 
in ck is the sum of direct material, direct labour, and 


tene? i : 0 
time-cosi method” is a method in which cost of st 


-_<_— ee 
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ntegral part of stock; 


alued on a weighted average cost of 
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variable factory overhead; r : 
“absorption-cost method” means the generally accepted accounting principle under which the cost of 
stock is the sum of direct material, direct labour, and factory overhead; 


Profit on debt, financial costs and lease payments [Sec. 28] 
(1) A deduction shall be allowed for a tax year for: 


Say) B of Dawlance l 
bank, leasing company for asset used in business 


(b) lease rental paid by a person toa s ; ‘ 
For deduction of lease rentals the cost of passenger transport vehicle not plying for hire shall 


not exceed Rs. 2,500,000; ; ' 
f loan is used in business, 


(a) any profit on debt (interest on loan) paid by a person, i 
(c) any amount paid to a modaraba or a participation term certificate holder for funds 


borrowed; 3 
(i) any amount paid by a person to a musharika certificate holder; or- 
usharika; 


(h) any amount paid by a person to a bank under a scheme of m 
Boo ank n 
(d) any amount paid by a bank to a person maintaining a profit or loss sharing account or a 


deposit account. 
Books of lessor 


(j) the financial cost of the securitization of receivables being the difference between the: 


e amount receivable by the Originator (lessor) and 
e the amount received from SPV (Special Purpose Vehicle). 


Books of HBFC/NDLC and SME 
(e),(f),(g) any interest paid by the House Building Finance Corporation/ National Development 
Leasing Corporation Limited/ Small and Medium Enterprises Bank to the SBP on 


loan provided by SBP. 


SBP 
Provided Loan 


SBP paa They will 
n ; 
pay interest 


HBFC/NDLC/SME 
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Discussion on adjustment (b) above 


Lease nt in which less 
it is an arrangeme ee pays to lessor (bank) normally a series of installments (lease rentals) to 


inari use an underlying asset fo i h 
obtain a right to : r a specific peri aay K : 
ad tax authorities re arding leased asset: period of time, Following is the view point of accountants 


As per accountants, in case of lease the lessee has As per tax authoriti 
i : thorities lessee is only paying rent 

Saa he is making payment for the for the asset and he has not purchased the asset. 

asset! : Tax authorities only allow “lease rental” paid to 

Accountants record two expenses in case of leased asset: | bank as an ex bee i i 

1. Depreciation on leased asset ai 
9. Interest paid (finance charges) which is 
included in lease rental. 

Conclusion: “Depreciation on leased asset” and “interest expense” are not allowed as deduction and “lease 

rental” is allowed as an expense. 

Further sometimes lessee pays to lessor security deposit at commencement of lease. It is not allowed as 

deduction. 
Ifin the numerical we start from accounting profit following would be the presentation of leased asset: 

Net profit 

Add: Accounting depreciation 

Interest expense 

Less: Lease rental 

Total income 

Less: Zakat 

Taxable income 


Disposal and acquisition of assets [Sec. 75] 
Disposal 


(1) Anasset will be considered as disposed off when its ownership comes to an end, including when it is: 
(a) sold, exchanged, transferred or distributed; or 
(b) cancelled, destroyed, lost, expired or surrendered. 
(2) The transmission of an asset by succession or wi 


transmission. 
(3) The application of a business asset to personal use will be considered as dis 


personal use. 
(3A) Where a business asset is discarded or ceases to be used, it will be considered that it is disposed off. 


(4) A disposal shall include the disposal of a part of an asset. 


Il shall be considered as disposal at the time of 


posal when asset is put to 


(5) The time of acquisition of an asset is the time when a person begins to own it, including the time for grant 
of right. 


(6) The application of a personal asset to business use shall be considered as an acquisition when the asset is 


__ Put to business use. 
ti 
(7) In this section, - 
“business asset” means an asset held wholly or part 
depreciable asset; and 
‘personal asset” means an asset held wholly fo 


ly for use in a business, including stock-in-trade and a 


r personal use, 
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Cost [Sec. 76] 
(1) This section shall establish the cost of an asset. 
(2) The cost of purchased asset shall be sum of: 
(a) The total amount given for the asset, including the fair market value of consideration in kind 
determined at the time the asset is acquired; 
(b) any incidental expenditure paid in acquiring and disposing of the asset, and 
(c) expenditure paid to alter or improve the asset, F 
but shall not include any expenditure (under clauses (b) and (c)) which is fully allowed as a deduction, 
(3) If a personal asset is put to business use its cost will be the fair market value on the date it is put to business 


use. 
t shall be the total costs incurred in producing or constructing the 


(4) The cost of produced or constructed asse t 
asset plus any incidental expenditure and expenditure paid to alter or improve the asset. se 
(5) If an asset is purchased with a loan from foreign currency, then any increase/decrease in the liability 


(before repayment) due to currency fluctuation will be added/deducted in the cost of the asset. 
Explanation: For the calculation of depreciation, currency fluctuation will be accounted for in year of 


occurrence. 
Example 

1 May: $200,000 loan received; 1$ = Rs. 140 
30 June: $30,000 loan repaid; 1$ = Rs. 142 
Answer 

Inflow +140 


Outflow _-142 
-2 x 30,000 = Rs. 60,000 


Example r 
Mr. Ali is constructing an office building. For this following expenditures are incurred: 
Labour 200,000 
Bricks and cement 900,000 
Payment to Engineer 100,000 
For the construction of office he took loan in foreign currency of $13,000 (1$=Rs.100) On 1* July 2015. 
First payment of loan is due on 30.06.16 in $1,000 


At the date of payment (1S=Rs. 102) 
Required: Calculate cost of house and give justification to support your answer. 


Answer 
Labour 200,000 
Bricks and cement 900,000 
Engineer 100,000 
Effect of Currency fluctuation (102-100) <1,000 2,000 
Total cost 1,202,000 


The cost of constructed asset shall be total cost incurred in constructing asset plus any incidental 

expenditure if the asset is purchased with a loan from foreign currency then any increase in liability due to 

currency fluctuation will be added in cost of asset. 

(6) In determining whether the liability of a person has increased or decreased (for the purposes of sub-section 
(5)), hedging agreement will be considered. 

(10) The cast of an asset does not include the amount of any grant, subsidy, rebate, commission or other 
— a = a loan ee with or without profit) received in respect of the acquisition of 

ne asset. However if grant, subsidy, rebate, commission or assistance is it will 

ae elena chargeable to tax then it wil 

The Government has given an incentive to a shoe manufacturing company that if it imports a special plant, 

| ple will aed yas epe to 20% of its cost and the grant is not chargeable to tax Consequently 

e company imported the plant at Rs, 5 million. When plant was i i 
aytda pa ‘ $ y . received in fi was 
provided in cash. In this case plant’s cost is Rs. 4 million (5 million less 20%) onl iiai 
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Example 
“Ali is engaged in constructi . x 
Mr. A gag ction business, he im 


The cost paid in Korea is 100,000,000. 
Import charges of Rs.400,000 are paid. 
Machine arrived at Karachi Port at 1* July 2020 
Freight charges paid are Rs.200,000. 
The government gives 10% grant on cost. The i 

g . grant is exempt tax. 
Paid Rs.500,000 as fine for not picking the machine on ae Aaii port 
S pace for A of machinery and gave a party to staff and incurred 20,000 on it 

e machinery installed on 1° January 2021 but it is sti i i 
e i? Manii 2021. it is still not available for use. It became available for 
Required: Calculate cost and tax WDV of machine as on June 30, 2021. 


ported machinery from Korea. Following are details 


— 


Answer 
Cost [100,000,000 - 10% x 100,000,000] 90,000,000 
Import charges 400,000 
Freight charges 200,000 
Installation Charges 100,000 
Cost 90,700,000 
Less: Initial allowance (90,700,000*25%) (22,675,000) 
68,025,000 
Less: Tax depreciation (68,025,000 x 15%) 10,203,750 
Tax WDV ? 57,821,250 


paid to acquire asset but it shall not include any grant 


The cost of purchased assets shall include the amount 
ed asset include any incidental expenditure paid in 


that is not chargeable to tax and the cost of purchas 
acquiring the asset. 


(7) Where a part of an asset is disposed, the cost shall be apportioned between the part retained and the part 
purchased, 


disposed of in accordance with their fair market values determined at the time asset is 
An asset was purchased in TY 2009 for Rs. 40,000. The Asset comprised of two components M and H. The 
FMV of M at the time of purchase was Rs. 35,000 and of H was Rs. 10,000. The component M of asset is 


disposed off in TY 2011. Calculate its cost at the time of disposal. 
Answer 


(8) 


Example ‘ 
Mr. Ifan is in the business of preparing tax returns, During the year he prepared the tax return for a person 
selling computers in Hafeez Centre for which he will charge him Rs. 8,000. At the time of settlement it was 


agreed that shopkeeper will not pay any money rather he will give a computer as consideration for Ifan’s 


service. No amount is paid by Ifan for acquiring the computer. oe 
The cost of computer in this case is amount chargeable to tax in the hands of Ifan which is Rs. 8,000. 


(9) Where the acquisition of an asset is the derivation of an amount exempt from tax, the c of the asset shall 


be equal to exempt amount plus any amount paid for the asset. 
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Asset acquired under lease on or before maturity of lease agreement , , ; 
e w 
If an asset under lease is acquired by lessee on or before maturity of lease agreement than its cost will be residual 


payment of | Ith but before pa sment of 17™ Installment 


The asset is acquired after 15“ installment. 


Answer 
Cost of motor vehicle for the purpose of depreciation deduction 500,000 


Exam Note for students: , ; , 
1. If accounting Written down value or Fair Value are given in question, then ignore them and search for 


Residual Value or Bargain Purchase Price. 


2. Ifan asset is purchased at or before expiry of lease, initial allowance will not be calculated in this case. 


PRACTICE QUESTIONS (SECTION 76) 
Question-1 


An entity purchased an asset costing Rs. 70,000. Subsidy received from Government in this regard is Rs. 15,000. 
Calculate the cost of asset assuming subsidy is exempt. 


Answer-I 
Cost - net 55,000 


Question-2 
An entity purchased an asset costing Rs. 70,000. Subsidy received from Government in this regard is Rs. 15,000. 


Calculate the cost of asset assuming subsidy is taxable. 
Answer-2 ' 


Cost - net 55,000 
Add: Subsidy (Taxable) 15,000 


70,000 


Question-3 


An entity purchased an asset costing Rs. 40,000. Loan received from G i i i 
acini E ae a per sce m Government for buying this asset is Rs. 
Answer-3 

Cost 40,000 


Question-4 
Burewala Express Limited (BEL) is in the business of manufacturin 

g and sale of component parts fi i 
assembly industry. On | January 2022, BEL took a loan of USS 700 from GHI Bank, USA which ae 
purchasing the plant. The loan is repayable in 7 equal installments in US Dollars. The rate of exch IJ 
2022 was USS | equal to Rs.98. Other information: PERERA 
The Project was completed in June 2023, but was onl issi 
ea e a o ia ma toni y commissioned for use on 31 July 2023, The total amount 
On I July 2023, the Government of Pakistan (GOP) voluntari i i 
E i (GOP) voluntarily paid BELRs.10,000 as a subsidy in respect of the 
The first installment of USS 100 towards repayment of the 
The rupee equivalent of US$100 at the then rate of exchang 


US Dollar loan was paid to GHI B 
ank 
e was Rs.10,000 (USS I= Rs, 100 on 30 June 2024. 
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; Calculate the initial allowance, depreciation 


uired 
wearing the tax return for tax year 2024, 


aswer-4 ys ia s 
Aare: AS the question is silent so we will assume that subsi dy ts exempt f 
š rom tax. 


yet Cost (Net of subsidy) (200,000-10,000) Rs, 

190,000 
Currency loss/(gain) f 

Cost as per 5.76 190 500 

ress: Initial allowance (190,200 x 25%) (30.6.24) (47,550) 

- 142,650 

Less: Depreciation (142,650 x 15%) (21 : ) 

650 3 398 
Tax W.D.V (30.6.24) 121,252 


Working Currency gain/loss 


Rate at time of inflow m 

Rate at time of outflow a 

Loss ( p 

Loss on ae [100$ x - 2] a 
Question- 


An entity decided to finance the cost of pu....asing a plant with a loan in foreign currency. It obtained loan 
amounting to US$ 2,000 on 1 May when exchange rate was (USS 1= Rs.140), On 30 June first repayment of US$ 
300 was made when exchange rate was (USS I= Rs.137). Asset is purchased for Rs. 500,000. Subsidy received from 
Government in this regard is Rs. 20,000 which is taxable. 

Calculate the cost of asset. 


Answer-5 . 

Net Cost (Net of subsidy) 480,000 
Add: Subsidy (Taxable) 20,000 
Currency loss/(gain) 900 
Cost as per $.76 499,100 
Working Currency gain/loss 

Rate at time of inflow 140 
Rate at time of outflow — 0139) 
Gain aa 
Gain on repayment (300$ X 3) — o 
Question-6 5. On January 1, 2019 seats were sold. The fair 


You purchased an aero plane for Rs. 200 million on January 1, 201 201 
Value of the seats and = aero plane on January 1, 2015 was Rs. 20 and Rs. 190 million respectively. 


Iculate the cost of seats? 


Answer-6 
w 19.05 
Cost of seat 200 x (1390+20) 
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Consideration received [Sec. 77 - Pn i 
This section deals with consideration received on disposal of capital asset, disposal of securities, disposal of 


immoyeable property and disposal of business assets (tangibles, intangibles). 
(1) The consideration received on disposal of an asset shall be: 
e the total amount received or 
e its fair market value, ; : ee ges : 
whichever is the higher, including the fair market value of any consideration received in kind determined at 
the time of disposal. : ' gece ss i 
(2) Where an asset is lost or destroyed, the consideration received shall include any compensation, indemnity 
or damages received by the person under: 
(a) an insurance policy, indemnity or other agreement; 
(b) a settlement; or 
(c) a judicial decision. 


Example , 
Mr. Danish has a car. Tax WDV of that car is 250,000 at 1.7.15. There was a severe accident on 1.1.16 
in which car was damaged. He sold that car on 1.2.16 for Rs.100,000 and from insurance company he 
got an additional amount of Rs.600,000. Tax depreciation rate for car is 15%. 

Required: Calculate profit chargeable to tax. 


Answer 
Consideration [100,000 + 600,000] 700,000 
Less: Tax WDV (250,000) 
450,000 


The consideration received on the disposal of asset include the compensation received insurance policy 


and also from scrap sale. 
No depreciation will be charged on asset in the year of disp 


(3) If: 
e a business asset is put to personal use or 
ə an asset is dis or ce o be used in business 
its consideration received shall be the fair market value on the date the event took place. 


Example 
Mr. Ali runs an automobile business. He has a car for business use of FV 800,000, he put that car for 


personal use. What is the consideration of that car? 
Answer 
If a business asset put into personal use its cons} i i 
onsideration received shall b 
took place i.e, transfer of car from business to personal use AAAA Bilas 


(4) The actual consideration received by a bank or leasi 
ing company (approved by the issi 
asset leased by the company to another person shall be the residual nike receive oe haatik one 


agreement. The condition is that the residual y am rm ase 
alue pl i i 
the asset is not less than the orisinal cost of the jee manent jiii eing See dermulihe kaat 
(5) Where two or more assets are disposed of in a singl, 
i ofina Single transacti 
A . ) ion i i i 
an specified, the total consideration received shal] be apportioned betwen meng a a 
o their respective fair market values at the time of the transaction No SEE Re in in 
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Example a 
i sole iet s 

Srini land for Pe Oeics ae aot a (SE). On 31 January 20X8 SE sold a factory building 

were Rs. 3 million and Rs. 5 million respectively 'sposal, the fair market values of the land and building 


The land and building were acquired on | 

ene . Jul 20X PR 
Rs. 6 million respectively. The tax WDV of the building A 30 mh 20X7 ae 5 pa million and 
Compute taxable income under correct head for TY 20X87 PRE Ei ae (05) 


(ICAP-March 2018) 


Answer 

Income from business 
Building a 
Consideration (N-1) [(10 / 8) x 5] Rupees in Millions m 
Less: Tax WDV ; 


Cost (N-2) i 
Accumulated Depreciation (6 — 5.4) 5.65 
Income from Business (0.6) ( $ ) 


Gain on disposal of immoveable property (Taxable as separate block of income 

Land Rupees (Millions) 
Consideration (N-1) [(10 / 8) x 3] 

Less: Cost (2) 
Gain / Loss RE A 


Note: 

1. Where two or more assets are disposed of in a single transaction and actual consideration for each 
asset is not specified, the total consideration received shall be apportioned between assets disposed 
of in proportion to their respective fair market values at the time of the transaction. Therefore the 
consideration of Rs. 10 million will be apportioned as per the fair market values of land and 
building. [S. 77] . 

2. Where consideration received on the disposal of building exceeds its cost the consideration shall 


be treated as cost of the asset. [5.22 


Speculation business [Sec. 19] 
(1) Tax implications of speculation business 
Where a person carries on a speculation business — 
(a) it shall be treated as separate from any other business; 
(b) income from speculation business shall be calculated separately 
(c) for apportionment of expenses speculation bus iness will 
(d) profits of speculation business shall be included under the 
(e) loss from speculation business $ 
Eliniti i 
iton and excepti business in which a contract for the purchase and sale of a 


In this secti “ : ° ” a 
ion, “speculation business means 
commodity (including stocks and shares) is not settled by actual delivery of commodity. 


from non-speculation business 
be considered as a separate head of income; 
head “Income from Business”; and 


hall not be adjusted against any other head. 


(2) 
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Example-1 : . 
In August 2015, LT signed a future contract with ME for the purchase aegis * PE ns 
Rs. 15,000 per metric ton. The delivery was expected to be made in October . also agreed to 
repurchase the entire lot at the price prevailing on the date of sale. ris ues 
In October 2015 price of maize increased to Rs. | 


without taking delivery. ; 
Calculate speculation gain/(loss) in the books of LT and ME? 


8,000 per metric ton and LT sol 


Answer-1 n 


Speculation gain/(loss) in books i 


9,000,000 
1 (500 x 18,000) ,000, 
fe C (500 x 15,000) re 
Speculation gain ,500,000 


Speculation gain/(loss) in books of ME (1,500,000) 


Speculation loss 


SS: 
le business to guard against loss through 
r the actual delivery of the goods; 


(b) a contract for shares is made by a dealer/investor to guard against loss in the person’s holding of 


shares through price fluctuations; or > ; 
(c) a contract made by a member of a forward market or stock exchange during any transaction of 


jobbing arbitrage to guard against loss which may arise in the ordinary course of business. 


However following will not be considered as speculative busine: 
(a) a contract for stock is made by a person during mercanti 
future price fluctuations for fulfilling the person's other contracts fo 


Example-2 
Continuing from Example-! above, assume LT has a shop where it is selling maize. LT is expecting price 


change in future. 

LT entered into a forward contract for the purchase of raw materials to be used in its business to guard 
against loss through price fluctuations. On the date of maturity of the forward contract, LT did not take the 
delivery of the raw materials but the contract was settled by receiving Rs.800,000. 


Answer-2 

An amount of Rs. 800,000 shall be considered as gain under the head income from business (Non 
speculation) of LT. i 

Minimum tax on the income of certain persons [Sec. 113] 
(1) This section shall apply to: 


. a resident company 
a permanent establishment of a non-resident company 
° an individual having turnover of 100 milli i i 
= teow i Hion rupees or above (in the tax year 2017 or in any 
. an association of persons having turnover of 100 million rupees or above (in the tax year 2017 or 


in any subsequent tax year) 


This section shall apply where due to following reasons: 


{a) loss for the year; 

(b) the setting off of a loss of an earlier year; 

(c) exemption from tax; i 

(d) the application of credits or rebates; or 

(e) the claiming of allowances or deductions (including de 


no tax js payable or tax payable is less than 1.25% f turnover sani SN) 
Explanation: Tax payable” does not include the tax on fi 
(2) Where this section applies: i 
(a) the turnover of the 
person shall be treated as the i 
(b) the person shall pay income tax at 1.25% of sba 
reduced rate is applicable) 


come of the Person; 
on’s 
turnover for the year; (Note: In some cases 
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1a 


aa ee 


(3) wyrnover” means,- 


the gross receipts from sale of goods, exclusi . 
W > Sales Tax and usive of: 


> Federal Excise duty or 

> any trade discounts shown on invoices or bills and 

The gross receipts from income falling under final taxation will not be taken into account 
œ) _ the gross fees for the rendering of services except receipts falling under final aain 
(c) the gross eons from the execution of contracts except receipts falling under final taxation; and 
(d) the company’s share of the above amounts reccived as share of profit from an AOP 

lanation: Definition of turnover covers receipts from all business activities including receipts from sale of 

inmoveable property (where such receipt is taxable under the head Income from Business). 
gxample-L Shopkeeper A has provided following details: 


ae 95,500,000 

Add: 18% Sales Tax gpd 
112,690,000 

$113 does not apply 

Example-2 Shopkeeper B has provided following details: 

peeks 110,000,000 

Less: Tratle discount pee 

90,000,000 

$.113 does not apply pa Ak 

Example-3 Shopkeeper C has provided following details: 

=r 90,500,000 

Other income (dividend) ; 40.000 000 
120,500.000 

6.113 does not apply —_— 

Example-4 Crescent College has provided following details: 

nro, 90,500,000 

ter income (dividend) 30,000,000 
120,500,000 

8.113 does not apply SSS 

Hample-§ Company has provided following details: 

“re 3,000,000 


This Company is also a partner in a partnership firm and has purchased 40% capital of partnership firm. 


of partnership firm is Rs. 1,000,000. 


culate minimum tax? 
Solution 


Sales 


3,000,000 + (1,000,000 x 40%) = 3,400,000 
Minimum t ax 


3,400,000 x 1.25% = 42,500 


uou 
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Example-6 Taxable 
Following data relates to an AOP: 
Dla = 


7,200,000 
Be aE Hee: 7,200,000 


Calculate tax liability for each year? 


Answer-6 

Step-| Normal tax 1.25% of 
ad liability i turnover 

| (15,000 + 15% x 250,000) (Table 1) en iaraa x pe es 

35% 3,200,000 , ’ ’ d : ’ A 

3 (765,000. 35% x 10,450,000) 4,422,500 (105,000,000 x 1.25%) 1,312,509 
Step-2 

Year 1 

Tax payable to Government (Higher of 52,500 or 1,252,500) — 252,500 
Tax of Rs. 1,200,000 will be carried forward . 
Year 2 

Normal tax liability 1,885,000 
Less: b/f minimum tax from Year | (bal.) (385,000) 
Tax payable to Government 1,500,000 
Tax of Rs, 815,000 ( 1,200,000 — 385,000) will be carried forward. 
Year 3 
Normal tax liability 4,422,500 
Less: b/f minimum tax of Year | 815 000 
Tax payable to Government — A 
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ICAP PAST p 
question APER UESTION 


, XYZ, Deputy Managing Director of a Public limited ¢ 


Mr. : oe as ' 
one of the speaker of the seminar in his speech said that it anc attended a seminar on the subject of taxation. 
(o) tax status of the taxpayer to calculate the correc necessary to determine 


: adie t taxable income ae 
he also said that expenditure incurred by a tax ncome and tax liability 
: a A 
(b) expenditure and payer may be of two types i.e. capital expenditure or revenue 
he further said that the income tax Statute while ta 


© under the provisions section 53 of the Income Tax xing the income also provides relief from taxes as well 


ordinance, 2001. 


The Deputy Managing Director has asked you as a Chief Accountant to explain to him in a write-up: 


How does tax liability differ according to th 
i) z : c tax status of the person? 
; the tax treatment diff ; person (6) 
iy Docs titer in respect of capital and revenue expenditure? If so explain with examples. 
l , 4 
ii) How and to what exemptions from tax are provided under the provisions of section 53 of the Income hed 
Ordinance, 2001. (4) 
toed (Q.4 September1998) 


Mr. B is Managing Director (MD) of a XYZ public limited company. He is master of science in petroleum 
engineering with a little background of accounting and tax. He has been informed that the assessing officer may 
question the method of accounting of the XYZ public limited company in the context of determination of its total 
income for the purpose of charge of tax w/s 4. Whilst section 20 of the Income Tax Ordinance, 2001 specifies 
admissible deductions, section 21 of the Ordinance stipulate certain deductions which are not admissible under the 
law. 

MD is not clear about certain things stated above and has asked you, as chief accountant to explain him the 
following in a write up: 

(a) What types of income are chargeable under the head income from business u/s 18? (3) 
(b) | What are the six inadmissible deductions u/s 21 of the Ordinance for computing income from business? 


(3) 
(c) How many types of method of accounting exist and under what circumstances taxation officer may not 
accept the taxpayer's method of accounting (3) 
(Q.3 March 1999) 
Question-3 , 
What are the conditions in the law for admissibility of the following expenditure: 
(i) lease payments - (2) 
(i) interest (2) 
(i) salary and wages 2) 
(iv) perquisites 2) 
(Q.2 September 1999) 
Question-4 ; fi tax | ing this aspect. (6) 
npaid trading liabili j i trate the provisions of income x law covering this asp 
ding liability attracts income tax Illustra p (Q.5 (b) March 2001) 
Whether or not the following are admissible under the Income Tax Ordinance, 2001: ai 
b) Borrowing cost on loans obtained to purchase fixed assets oa 
o) Bonus shares issue expenses (1) 
d Preliminary expenses (1) 
Bad debts (Q.3 March 2001) 


Question-6 
stapes briefly the legal position with respec 
Penditure under the Income Tax Ordinance, 2001: a 
Amount paid as income tax i i 
b) AE EE BER -entific research in Pakistan (2) 
c) Capital expenditure incurred on scienti of mustiarike @) 


t to the admissibility or otherwise of the following as business 


Share of profit paid to a bank under a scheme 
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(2) 


firm. 
d) Interest paid bya im o patos a a cheque cie- 
e) Salary paid otherwise 


Question-7 i ible as business expendi hinery. 

m comer oS plamene ia rene of Phm ie production of exempt supply. 

a ; materials 

b) Sales tax paad on the purchase raw 

c) Dividend t 
Hh ofdoubefuldebts for failure to file statement, ' 

3 Poly: vied srt the Income Tax Ordinance, 2001 (Q.5 March 200) 

i f law for disall 
Question-& P ards the important aspects ot owance 
Dreamland (Pvt.) Lid has requested you apes ia kenter in this regard explaining the law with suitebye 


expenses incurred in cash u's 21.Please wii abi 
examples. (Q.5 September 2002) 
a red to be employed by a company deriving income from business? 


b) What method of accounting is roqui 


; A- 
c) Briefly state the provisions relating to the change in the method of accounting of income from business, ) 


3 
(Q.6 March 2003) 


Fair value of leased asset 


eee 3 
| Termoflease 00 yes CCS 
Yearly rental in arrears 
You are required to compute amount evailable for deduction from the taxable income of Mercury & Co for 
cach year. Please show proper working. (5) 
„4 (a) March 2003 
b) Sun & Moon has recently registered as partnership. They have incurred the PRE ask y kong i 
. Fee paid to consultants for preparation of registration deed Rs,50,000 


. Preparation of feasibility report Rs. 100,000 

. Purchase of office equipment Rs. 150,000 

. Purchase of machinery Rs, 1,000,000 

. Trial nan cost Rs 200,000 

Installation cost Rs.50,000 

Ou are required to explain the tax treatment by comput i 
accordance with the provisions of Income Tax poh Rae 200 = SR Oem n 
(Q.4 (b) March 2003) 
Deleted 


a) Briefly explain when the expendit i i 
: dent ast th ora Aanika aS Incurred with reference to accrual basis of accounting 
lease mention the costi ends re 
accrual basis of accounting to, court vhustion methods) to be applied by a person following 
€ chargeable to tax under the head ‘income from wr 
) 


(Q.4 March 2004) 


i ee O 


a ae 
ggssilontt down the assets on which "Init 


x ial aliowince 
a) What are the prescribed rates of no vance” Cannot be ¢ 
b) the Income Tax Ordinance, 2001? mmal depreci ~ On the revert ? u 
; Factory building Owing assets as per the Third Schedule to 


ji Residential quarter for Inbour 


iii. Furniture 

iv. Plant and machinery 

y. Computer and hardware 
vi. Technical books 

vii. New ships 

viii. Motor vehicle 


Desc 
and facilities? (4) 
Qecstjon-15 iti ired to be fullfitied (Q.4 September 2004) 
itions required to I i : 
Discuss the c for claiming a deduction On account of *bad-debts"? B) 
Question-16 i (Q.5 September 2004) 
so 
Describe any five types of expenses that are not allowed to be deducted under the head “income from business”, 
(5) 
(Q.3 March 2005) 
Question-17 
Describe the assets that are not eligible for the purpose of claiming intial depreciation allowance. () 
1 (Q.4 (a) March 2005) 
3) Explain with reasons, as to whether or not the following expenses are admissible business 
expenditures: 
(i) Penalty paid by a banking company on contravention of State Bank of Pakistan's regulations. 
(1) 
(ii) Freight charges to forwarding agent amounting to Rs,60,000 paid in cash. qa) 
(iii) Payment of salary to an employee from which tax was not deducted by the employer. However the 
employee paid the tax himself, (i) 


b) What is the basis of stock-in-trade computation under the Income Tax Ordinance when the taxpayer 


follows the cash basis of accounting? ; (2) 
¢) Explain the provisions of section 29 with regard to the recovery of bad debts in subsequent years. (5) 


(Q.3 March 2006) 
-19 

Define the following with reference to the Income Tax Ordinance, 2001: © 

s Depreciable asset (Q.2 (a) March 2006) 
tion. S 3 

pe account for income chargeable to tax under the head ‘income from business’ on cash basis or-on 
*crual basis. , ; lained in the Income Tax Ordinance, 
T discuss the rules relating to accrual of income and expenditure as explain P 
1, (Q.4 (a) September 2006) 


5 l . . 
One of your clients Japan and Company, a partnership having three 
mens for the year ended June 30,2006. Folloning heme we Pree 
SE ae teats pace ed June 30, 2008. 
a Reversal of esaia for doubtful debts pertaining to the year end 
G) Dividend received from a listed company- 


partners, has sent you its latest financial 
under the head ‘Other income’: 
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Gin E ikae how the above items will be treated in the computation of taxable guestions2s consultant of Ideal A 
are requ. to explain w. are eal Associat 
income (Q.3 (b) September 2 (3) yon for the last twenty years. The firm has 5 who are engaged in the busi 
Question-22 f del si E erioa fees ake requested for your opinion nies Of manufacture and sale of electroni 
mest z ing an ; 3 soe ope N A res ronie 
: _ 7 sam tp the computation of opening ant C’osing stock. i 4 Payment against a liability w pect of the following: 
Discuss the provisions of the Income Tax Ordinance isng (Q.2 (b) March 2007 GD income of the firm in 2009, wich was Outstanding since 2006 and h “ 
ci) Initial depreciation allowance on a three- ad been added back imo the taxable 
remaining useful life of the plant is 7 year old plant, which er 
ven. : en imported from China. The 


Question-23 sable asset into service in Pakistan for the first time in a tax year shall be 
depreciab assets which do not come under the purview of “eligible j ; 
‘advise he management on the treatment of the above transact 
ons, under the Income Tax Ordinance. 2001. 


A person who places an eligible 
allowed initial depreciation allowance. List down the 
depreciable assets” for the purpose of initial allowance. (Q.6 (b) Septembe PB, 
s r 2007) 
Question-24 . é i. 
Briefly discuss the allowability of the following agains business income chargeable 10 tax: Question-30 Qa o 
© Payment of utility bills in cash amounting to Rs. 15,000. der the In T: 3 Carol Ltd (CL) is engaged in the manufacture, im {b) September 2010) 
(ii) Penalty of Rs 5,000 paid for late submission of quarterly statement under the Income tax Ordinance, 200}, When reviewing the company’s tax provisions, port and sale of electronic appliances fur the 
(iii) Depreciation on leased assets amounting to Rs. 150,000. (5) for the year ended June 30, 20X2, You noticed the following amounts appearing i any e ala 
(Q.5 (b) September 200 i Expenditure of Rs. 450,000 on ee 
Question-25 7) (0) saz ' Promotion of a product which is expected to generat 
Discuss the taxability of the following under the Income Tax Ordinance, 2001: «i ee) dt ta teanel ot cia oe RE 4 pected to generate revenue for twelve 
4 a ee i (5) (iii) Initial allowance of Rs. 4,000,000 on a ae uipment acqui 
ii DRAERS (4) (iv) Financial charges amounting to Rs, a acquired locally from MSD Limited. 
Gi) Speculation business % ad! oc fi 100,000 and depreciation amounting 10 Rs. 300,000 
(Q.4 (a) March 2008) Rs 400,000. lease from Radish Leasing, Lease rentals paid srg he year amoumed 1O 
Question-26 RAAN 
Mr. Sajid is a sole proprietor involved in the distribution of fans manufactured by a Pakistani Com i Required: 
process i i ; pany. He vet g 
= of computing his business income for tax year 2008 but is not clear about the tax treatment eae following foul provisions of Income Tax Ordinance, 2001 discuss the admissibility of the above amounts for tax 
(0) Commission of Rs.20,000 was paid to his emplo i aD 
Y n -20, yee but no tax was deducted by him. (Q.3 March 2011 
(ii) In his books of account, an expense of Rs.50,000 has been charged i Question-31 : 
; on account of 
m expenses i # harg unt of various houschold In the context of Income Tax Ordinance 2001, 
During the year, he purchased a car at a cost of Rs. 1,200,000 which has been used for personal (a) state the meaning of “Intangible”. @ 
van purposes, Mr, Sajid wants to claim depreciation (including initial allowance) aa full = or (b) discuss the rules relating to claiming of amortization deduction on intangibles, 
(iv) Computer software was purchased (Q.6 September 2012) 
wad Re AEA, purchased on January 1, 2008 at a cost of Rs,900,000, The software is likely to Question-32 ; under i the 
(v) His business assets worth Rs.500,000 w {a) escribe the methods of accounting that may be adopted the Income Tax Ordinance, 2001 by 
loss in his return for tax year 2006 but po destroyed by the earthquake in October 2005. He claimed the following persons deriving income chargeable to tax under the head ‘Income from Business’. 
tax year 2008, the Government gave him arte of Rs. 150,000 was disallowed by the taxation officer. In @) A company 
(vl) Professional tax of Rs. 100,000 war raid rane of Rs.400,000 on this account. (ii) Any person other than a company ine fi 8) 
gauche baal ; paid to the Government of Punjab, Such tax is to be paid by ev (b) State the provisions of the Income Tax Ordinance, 2001 relating to the change in method of eccounting tor 
gaged in the trading business in the à : paid by every h : et 
Explai th tax paid to a provincial government, territory of Punjab. He considers it inadmissible as it is income chargeable to tax under the head “Income from Business + (Q.5 March 2013) 
n the correct tax treatment of the above i 4 
e above items under the Income Tax Ordinance, 2001. (12) Ouestion-33 i á " ider connotation than sale because it includes exchange, 
Question-27 Deleted (Q.4 September 2008) a Tax Ordinance, 2001 the term “disposal” has 8 wider co 
Question-28 relinquishment, and extinguishment. ted to have been disposed of. ® 
(a) State the conditions which a tangible asset sh List the situations under which an asset nae anaiai : (Q.4 September 2014) 
©) ie the tax year 2029, Ishaq Enterprise meet an a} as a depreciable asset. (4) 
an immovible property was sold fe ollowing assets; 
Rs, 100 million. Til 1 or Rs. 200 million. The i Question-34 i jat would be the cost of enatet for the purpose of 
immovsble wheats I last year, tax depreciation of Rs, 10 pri heed bi binge Racari n he Under the provisions of the Income Tax Ordinance, 2001 e 
Gi) a plant was exported to Nepal, The cx eee depreciation deduction in each of the [9°01 apap for an old machine. He paid freight to bring the 
ae written down value of the plant was Rs pe "t proceeds amounted to Rs, 28 million. The cost and (a) Mr. Aamir acquired a new machine partiy IP rchased cooling equipment which was attached to the new 
equired: Compute the tax gain or loss on disposal tor million and Rs, 18 million respectively old machine to the seller's location and nee 9 
of the above assets, () machine for its smooth funetiOnN yy cing 8 lom PR a ng. o a 
(Q.3 September 2009) ©) Me Saala acquired production machinery Y E 4. Saulat also received 2058 = ‘ 
rupees and is repayable in two Yer time. (4) 
from the Provincial Government. 
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for business purposes. 


(c) On I July 2015 Mr. Talha started using his pve pee business needs. (2) 
the ting system i 3 
He also had to upgrade the operating rao in Korangi Industrial Area (Q2 September 201% 


(d) Mr. Rahi constructed a furnace for his 
and style of Azad Advertising, For intraducip 


Akram has recently established an advertising agency In por hana considerable chunk of his marketing budget to 
he has | and Rules made thereunder, advise Akram 


his business to both international and local clients, $ 
entertainment expenditures, Under the Income Tax Seripa aei expenditure. 07) 
about the prescribed limits ‘conditions far the deduction of en (Q.2 March 2016) 
Under np of Income Tax Ordinance, 2001 certain persons are required to pay minimum tax at the rate of 
1.25% of their turnover. 
Required: . , 
() Explain the term ‘Turnover’ forthe pigon : mar u > 
(ii) List the persons who are required to pay minimum tax. z 
i 7 tax paid to the subsequent years. Q 
(iil) Discuss the rules relating to carry forward of minimum tax pa 15 tel Dieters > 
(Q.5 September 2017) 
Question-37 
A ? in the Income Tax Ordinance, 2001. (05) 
Explain the term ‘disposal of assets’ as referred to in (02 (a) March 201) 


Question-38 
Under the provisions of the Income Tax Ordinance, 2001 compute taxable income or loss, under the correct head of 


Income for tax year 2027, in ench of the following cases: x à 
Sarwar Enterprises sold an immovable property for Rs. 50 million. The cost of the immovable property was 


(0) 
Rs. 30 million. Tex depreciation of Rs, 6 million had been allowed on the immovable property up 
30.6.2026. (2.5) 
(ii) Shams Industries Limited (SIL) sold and exported one of its plants to a Nigerian Company. The sale 
proceeds received in SIL's account amounted to Rs. 25 million. The cost and tax written down value of the 
plant was Rs, 20 million and Rs. 7 million respectively. 


Hirani & Company (HC), a resident AOP, is engaged in selling various consumer products and is assessed 
under normal tax regime. During the year ended 30 June 20X8, HC's sales was Rs.140,000,000. It includes 
sales tax of Rs, 10,000,000 and excise duty of Rs. 5,000,000. The taxable income for the year is Rs. 
6,170,000, 

Compute HC's tax liability for tax year 20X8, under the provisions of the Income Tax Ordinance, 2001. 
(03) 

) The accounting profit before tax of Bashir Associates (BA) for the 
9 year ended 30 June 20X8 is 
Rs.1,200,000. Last year, BA had written off balances outstanding from two of its debtors namely Pulse 
mia (PI) and Hussain Global (HG) which were partly allowed by the tax authorities. Details are as 
‘St 


a) 


Fl a 
[——Amounis writen off |. 130,000 [sas 00" 


During the current tax year, BA recei 
ofthen whe year, BA received Rs. 652,000 from PI and Rs. 346,000 from HG, in full settlement 


In the light of the Income Tax Ordinance, 200) compute BA's taxable income for the tax year 20X8 
~ 09 


(Q.3 (a), (b) September 2018) 
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(2.5) 
(Q.3 (c) and (d) September 2017) ` 


Dai a A 


jng transactions pertain to Salam Limited 
Following - E ited (SL) which took 
hine costing Rs. 1, i place : 
© Gaana, Tne Die market a ei ath 9 Kec eye tnt by 
Rs,2,500,000 and Rs. 600,000 respectively. down value of the machine jv of mes wai 
20X9, § i orward 
1] pp ay ajia pile rs “se Contract for the parcha mi 
_— aie ao ten 55 through price fluctuations. On the se Of raw materials to be used in its 
SL oo livery of the raw materials but the o date of maturity of the forward contract, 
Rs,500,000. Oniract was settled by making a payment of 
(03) 


ired: . 
Tenisin the taxability of the above transactions. 
(Q.3 (b) March 2019) 


Questlon-41 . 
z) Sikandar has revalued his factory building in accordance wi i i 
) consequently charged depreciation on the revalued cnet Daa Fy ya orrba ap daroana ii 


, : : (02) 
b) Shahbaz has acquired machinery for his new factory against a loan ‘ i 
the cost of machinery for the purpose of depreciation deduction. ee oe 


(Q.3 (€) (d) September 2019) 


During the tax year 2029, Salman Shahid sold the following assets: 
A vehicle used by manager-in-charge of his garment factory for Rs, 7.8 million, The vehicle was purchased for 
Rs.9.1 million in tax year 2027. a 


Required: 
Under the provisions of the Income Tax Ordinance, 2001 compute under the appropriate head of income, the amount 


to be included in the taxable income of Salman Shahid for the tax year 2029, 
(Q.5 (b) September 2019) 


Question-43 
identify any one situation in which the fair market value of the asset shall be treated to be the cost of the asset. (01) 
(Q.5 (a) September 2019) 


Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, discuss the prescribed gaen 
conditions for the deduction of entertainment expenditure. (Q3 (a) March 2020) 


uestlon-45 inance, 2001: 
fe cas income Tax Ordinance, 
Respond to the following situation, under the provisions of At PE op respectively, On 30 November 


410,000 A 
On 1 July 2014, Ahmed purchased two sculptures for Rs. j 2020, he received insurance claim 
he lost both the sculptures. pee Bioran value of both the sculptures 


2019, during the shifting of his house, 
of Rs. 940,000 in a single transaction against the loss of two leipa ira Compute Ahmed's taxable income or 
at the time of loss was estimated at Rs. 360,000 and Rs, 540,0 (04) 
loss for the above transaction. (Q.4 (b) Mareh 2020) 
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; Income Tax Ordi 
Question-46 » as provided in section 113 of the nance, 
Wher term ‘Turnover’ as prov f1umover. 
= ma aa pan required to pay minimem tax on = aaie products In Pakistan, Durie 
() Gillani and Company (GC). a sole proprietor, is dealing in W Rs, milton. g 
the year endet 30 June 20X2, GC's taxable income scien 


Required: = 
Under the provisions of the Income fax © imance, A the Sat 
GC and amount of income tnx to be carried forward, ifeny, for 


situations siuke af sales tax. 


compute the amount of net income tax payable 
2001 : year 20X2, in cach of the following 


(i) GC's sales were Rs. 120,500,000 i 
ii 4 inclusive of sales tax. (0s) 
(it) GC's sales were Rs. 110,000,000 inclusive © (Q.2 March 2021) 
es each of the following: 


State the provisions of the Income Tux Cutten, 2008 relating to sass 

ti) prams pap sora paak income chargeable to tax under the head “income from business’ 
(03) 

(Q.3 (a) September 2021) 
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ICAP PAST PAPERS LUTIONS 


1 : 
ABSE ident persan will pay tax on his farei : 
i) vail the tax credit, if he has paid ‘6M Source income ie - 
a à Paid the fore and Pakistan 
Non-resident person will pay tax on Pai ene tax on foreign amma However he will 
Revenue expenditure is allowed as dk o income É 


i) a] in the year in which 
e i 
me expenditure will be allowed as deduction as s Incurred, if it is # tax allowable 
depreciable assets and intangible assets yoursgjg, Met În section 22 and 24, Give the examples of 
itt) section 53. : j 
r-2 
AES 18 
b) §.21 
Bi - Types/Methods S, 31(1},(2) 
- If the taxation officer is not satisfied that the chan 


income chargeable to tax under the head “Income Pa is necessary to clearly reflect the person's 


rom Business”, he may not accept. 
Answers 


L Following are the conditions [S.28(1\b)}: 


a. lease rentals are incurred by a person in the tax 
year to a scheduled bank, financial institution, 
p uke” an approved leasing company or a Special Purpose Vehicle on behalf 
b. The asset is used by the person for the purposes of business 
iL He pone or benefit of the debt have been used by the person for the purposes of business. [S.28 
a)). 
iii. Following are the conditions; 
a. ts a “ii withheld on the salary if the salary income of employee exceeds Rs. 600,000. 
S.21(c 
b. Monthly salary exceeding Rs. 32,000 is paid either by a crossed cheque or direct transfer of funds 
to the employee's bank account or through digital means.[S.21(m)] 
iv. There is no condition. All perquisites paid to employees are allowed as deduction as far as they 
incurred wholly and exclusively for business purpose. 


Auswer-4 T: Si 
Where a person has been allowed a deduction for any expenditure incurred in deriving income chargeable to tax 


under the heed “Income from Business” and the person has not paid the liability or a part of the liability to which the 
in which the deduction was allowed, the unpaid 


i i end of the tax 
deduction relates within three years of the year Se es ham Disan ba too RADIE ent 


amount of the liability shall be chargeable to tax under the head 
following the end of the three years. [S.34 (5)}. 


Answer-5 
a) The expense is admissible being wholly and exclusively incurred for the purposes jo perro » 
b) The expense is admissible being wholly and chi ae hex pe ti eeprom ) 
ona P h {S.2, 
a k anaran a eaer a for a bad debt in a tax year if the following conditions are 
satisfied, namely:- 
(a) the amount of the debt was 


ax ‘ 
chargeable to t f the debt is written aff in the 


b the debt or part © x ofl f 
(e) ian are roomie grounds for believing that the 


previously Included in the person's Income from business 


accounts of the person in the tax year, and 
elt is irrecoverable. [S.29} 


able asset or intangible or in the acquisition of 


a) Notall deduction as per $.21(@) 
setri on of any depreciah e Her" we will allow the depreciation or 


Any expenditure incurred in the acquisiti uction- 
immovable property will nol be allowed as deducti 
amortization ns the case may be.[S.26)] 
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mpany under tt scheme of musharika 
gar to a banking come will be all 

c) Ifan amount is paid "r goena ba has Yoli of th musharika it owed as 
representing the bank's $ 


deduction [S2811 XM] ber it will nat be allowed as deduction. [S.21()] 


pes id otherwise than throtgh 
d) Where an AOP pays any peofit on debt m its iber than Rs. 32.000 pai ec 
i | to or less 
e) A monthly payment of salary which is equa 
cheque will be allowed as deduction 
Answer. heduled bank is allowed as deduction if an 
a) Any lease rental paid by a person in the tax year ws = ne lease rental comprises of principal and 


asset is used by the person for the purposes of basi ie ntlowed as deduction. [S.28(1}(b)) 
interest, therefore principal being an iare pone able tax and it not levied on the prog 
b) Sales tax paid for production of exempt supply is an me reh its 
and gains of business, therefore it is allowed as deduction, [S. 2 
(Note: Do this question after reading sales aoe asinine 
’ i js nog an expense 
D Pasir dent a ripe tr AINE rather actual bad debts incurred are allowed as deduction which is 
subject to certain conditions. . i E TEE A 
DA the viotmion of any law, rule or regu allowed as 
i pe: krina T tied ender IPE 2001 being penalty levied under a law will not be allowed as 
deduction. 


Answer-S ; r 

[Note for students. Write in letter format and give the examples given in income from business Notes) 

x A single payment exceeding Rs, 25,009 made in cash will not be allowed as deduction if the total of 
account head to which it relates exceeds Rs. 250,000 in a tax year. n 

- Following expenditures are allowed 25 deduction even if they are being paid in cash, irrespective of the 
amount of payment involved; [$.21(1}] 

gvi)  wiliry bills; 

(vii) freight charges; 

(viii) travel fare; 

(ix) postage; and 

(x) Payment of taxes, duties, fee, fines or any other statutory obligation. 

Monthly payment of sslary of greater than Rs, 32,000 paid in cash will not be allowed as deduction. 


A company shall account for income chargeable to tax under the head “I iness” 
accrual basis.{§.32(2)) ncome from Business” on an 
Nalini 5 


£) i thad oi 


(6) A person may apply, in writing, for a change in the ly 
ly. ng, for person's method of accounting and the 
aa maA eee Sar . paa Spore such an application but only if satisfied that 
y arly re y f 
2 “nce tall MEA A £ person's income chargeable to tax under the head 
7 a person's method of accounting has hanged, 
of income, deduction, or credi ria Sees 


hall make adjustments to items 
omitted and no item is taken i 


t. OF 10 any other items affected by the change so that no item is 
mo account more than once,[S.32(5)] : 


lisa Pre-comimencement 

expenditure and will be 

amortised on S.l @ We per 
$.25(2 


Cae te St 
[1 is a pre-commencement 


expenditure and will be 
amortised on S.L @ 20% per 
annum{S,.25(2 

jt isa depreciable asses and iy 
will be depreciated. [S.15¢1 
it is & depreciable asset and it 
will be depreciated. [$.15(] 
It is a pre-commencement 
expenditure and will be 
amortised on S.L @ 20% per 
annum[S$.25(2 


jt is assumed that installation 
cost is for machinery „lt will be 


Initial sllowance (30,000x28%%) = 12500 


depreciated. [$.76(2 lation (37,500x15%%) =5,625 


r-l 
Deleted 
-12 
a) A person accounting for income c 


hargesble to tax under -inso as 
accrual basis shall incur expenditure when it is payebls Pe head “Issue from Busines” on an 


a person when all the events that determine liabilizy ha fee irs ES LATOA UY 


be determined with reasonable accuracy.[$.34(1),(2)] = re Se eee 


b) Costing method 
A person accounting for income chargeable to tax under the hesd “Income from Business” on an 
accrual basis shall compute the persous cost of stock-intrede on the absorphon-cost_ method. 
[S.35(5)} 


“absorption-cost method” means the generally accepted accounting principle under which the cost of 
an item of stock-in-trade is the sum of direct material cesi, direct Isbour costs, and factory overhead 
costs; 


Stock valuation method 

A person accounting for income chargeable to tax under the head “Income from Business” on an 
accrual basis shall use FIFO or average cost method. 
“average-cost method™ means the generally accepted secounting principle under which the valuation 
of stock-in-trade is based on a weighted average cost of units on hand: — $ 
“first-in-first-out method” means the generally accepted accounting principle under which the 
valuation of stock-in-trade is based on the assumption that stock is sold in the order of its sequisition; 


Answer-13 
4 S. 23(5) 


a l 
§.22 

Factory Buildings =a = 

Residential quaner or aboar — — ——— 1) 

ee SEa OM Ls 

Plant and machinery — general 30's 

Computers and hardware 


Pew ships E 
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Chapter 8: Income from Business 


Answer-I4 
5.27 
Answer-15 
5. 29 (1).(2) 
Answer-16 
List down any five mentioned in Section 21. 
Answer-17 
S. 23(5) 
Answer-18 "N 
»)) d by the person for the violation of any law, rule or regulation is not 
- ai 4 od ss eet dace it is an inadmissible expense. art suia ; 
lowed as expense expenditure under a single account sper egale exceeds 
(ii) A — mi ca allowed as deduction if it is a k Fe However freight is an 
iai i iti jlowable expense. y : 
(iii) Ir re erase pa et A tan eRe, 600,000, Tax should be withheld on it, otherwise it 
will not be allowed as deduction [521(c)} 
b) 


ined the valuation of Tock-in-uade through FIFO and average cost method 


instead of explaining the basis of computation Le. prime cost method or absorption cost method as referred 


to in section 35 ($ 


Majority of the candidates expla 


A person accounting for income chargeable to tax under the head “Income from Business” on a cash 
basis may compee tik person’s cost of stock-in-trade on the prime-cost method or absorption-cost 
method. [S.35(5)] R s 

“absorption-cost method” means the generally accepted accounting principle under which the cost of 
an item of stock-in-trade is the sum of direct material costs, direct labour costs, and factory overhead 

“Costs; 

“prime-cost method” means the gencrally accepted accounting principle under which the cost of 
stock-in-trade is the sum of direct material costs, direct labour costs, and variable factory overhead 


costs; 
©) S.29%(3) 
S. 22(15) 


The performance of the candidates was average. Many candidates were ableto mention that income should be 
accrued when it became due to the person and expenditure is accrued when it becomes payable by the person. 
However they didn't explain further as to when the income becomes due and when the expenditure becomes 


po) 


5.34 (1), (2), (3) 


It will be deducted from accounting profit while cicala 
Y i calculating taxable i 
(ii) As prov ision is added back when charged for nat being mod ejoor i al 
we will deduct it from accounting profits, as tax expense. So in case of revers 


175 


W a PAN = ae 
tax deducted on dividend receiv 


ed by AQ 
a rofit from AOP., Pisa fj 
G share of P Ral tax and it will not be added; 
ded in the members 


w 3 forward question of four marks 
siraight 5 but surprisi 
p Most of the meres Bot confused and explained he 2, > ew seamed To have Read Seal 
sl prre [TO 200 i valuation of stock as d K ons 352) & 
g nock 535 (2), G) and Cles ng stock S35 aS) 


open 


so 


: : ng Rs. 25,000 i 
jn aggregate exceeds Rs 150,000 will not be allowed ; incurred under a sinple account head which 
„is an exception to this rl, therefore it is tax allowable: Seduction if it is paid in cash, However uility 


deduction. [S.21(g)] Statement will not be allowed as 
lease l pai oy a person in the 


ñ) therefore depreciatio. ‘vill not be allowed as deduction, [S28(hiby bank is allowed as deduction, 


p 5.29 (1),(2) f 
i) S190) 


1-26 , 

) The commission paic 19 an employee falls under the definition of salary, Therefore Mr, Sajid should have 
deducted the tax on t. As he has not deducted the tax, therefore the commission expense will not be 
allowed as deduction * ‘hile calculating business income{$21(c)} 

i As per the provision: of law any personal expenditures incurred by the person is not allowed as 
deduction. Therefore he cannot claim Rs. 50,000 as deduction while calculating income from 
business.[S.21(h)} 

ili) No initial allowance is allowed on vehicle purchased[S.23(5)], however he can claim only such portion of 
depreciation as is attrilyutable to business because as per the provision of law where an asset is used partly 
in deriving income fi > n business and partly for another use, the depreciation deduction will be allowed on 

roportionate basii./$.22(3),(6)] 

i) The intangible will bs amortised over its useful life of 12 years, therefore Rs. 37,295 {(900,000/12) x 
182/366} will be allo acd as deduction in TY 2008.[S.24(4)] 

x) Following amount wili be added in income: 


Amount received fram Government 300,000 — 
Less: Actual amount of loss G t 000 
Less: Loss previow ily allowed as deduction 000) Ua Seon 


Amount to be add: in income for TY 2008 
rs oh a5 the treatment of bad debt recovery as PT ONT org foreign county 
“) As per the provisio is of law any cess, eap or ma pakt coed a8 8 or otherwise on the 
that is charged on cle profits or gains of the busaa © Professional tax of Rs. 100,000 paid to the 


not allowed as deduction. 


basis of such profits or gains is profits will be allowed as deduction.{S.21(a)] 


Government of Pur, tb not being tax on 


. —a 
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fered a depreciable asset when all the following Conditions 
cons! 


Answer-25 i 
a) A tangible movable or immovable asset willbe 


are met [S RUN) _ 
I has a normal useful life exceeding one YE. and tear, OF obsolescence} 


. 
e itis likely to lose value a a result of normal ed and Wet from business AEM T 
e itis used wholly or partly by the person in deriving 
. Rs, In KOTY 
; 200, 
Consideration received 000 
Less: Tax WDV 200,000 
Cost (10,000) 190,000 
Accumulated depreciation pa Dh 2.000 
Tax gain on disposal — Lo 
ii) 5 w 
Consideration received 25, 
Less: Tax WDY uoy 
ha = m ope a 00 
Answer-29 
(i) The firm cannot claim deductions on account of bad debts unless the following conditions are 
satisfied:[S 24 N] l oe 
s the amount of debt was previously included in the person’s income from business chargeable to 


tan; 
the debt or part of the debt is written off in the accounts of the person in the tax year; 


. there are reasonable grounds for believing that the debt is irrecoverable. 

äi) Since the liabil pertaining to the year 2005 has been charged’ (added back) to tax therefore subsequent 
payment thereof shall be allowed as deduction, in the year in which the payment is made i.e. 2009, 

(iii) The firm can claim the initial allowance agains: the imported used plant as: 
. it is used in Pakistan for the first time in a tax year. [S.23(1)] 

it is used by the firm for the purposes of its business it falls in the definition of eligible depreciable 


asset 


Answer-30 

os on the deductibility of expenditures charged by CL: 

if) Amortization of intangibles: 
Any expenditure that provides an sdvantage or benefit for a period of more than one year is included in the 
definition of intangibles and is required to be cmortized over the period of expected benefit that is 12 
years (S.24(11),(4)] 
As such CL would be allowed to charge Rs. 37,500 (450,000/1 2) in tax year 20X2. 


cii) Had debts: 
Only those bad debts are allowed as admissible deductions which have previously been included in the 


: busi i {S.29(1Xa)} 
Since the staff loan was not previously offered to tax as business income, it would not be admissible. 


Initial depreciation: 
Initial allowance is only admissible on such plant end machinery which was not previously used in 


Pakistan. 
Since in this case, the equi iously ; PEI 
ai issible (5.23(e)] equipment was previously used in Pakistan, the initial allowance js not 


Entire lease rentals pai durin the 

paradna Aog Ems year, on leased assets, ie, Rs, 400,000 shall be allowed as admissible 
Following expenditures, however, would admissi 

. Finance charges 100,000 — _ 


. Depreciation 300,000 


a ae 


(iii) 


(iy) 


= 


ac) 
bec 
Ji 


(a) Company. shall account for income under 
(3) Osher persons may account for such incon aei sete tom Busines” on an sccm! hasi 
k or Sits onan oni s 


o] aya person. may apply ] bazi (S322) 
order, apprave such an application bur eae m 
oniy if satisfied that tie E the Commissioner may, by 


person's income under the head « tom Busi Er 

> pers paon sirar = revel ed Palanan ged (S324) necessary to reflect the 
income, deduction and credit, so that no item is omin ace ry oycrmcabop 
incon A mined and no nem is taken into acgount ey el 


Atewing are the situations: [5,75] 
An asset will be considered as disposed it Ownershin 
i) (a) sold, exchanged, transferred or ano = 
(b) cancelled, destroyed, lost, expired or surrendered. 
Q) The transmission of an asset by Succession or will shat! be 2 nä — P 
considered uposal me o 


za end, including when it is 


transmission, 
The application of a business asset to personal , 
ad personal use. ie will be considered as disposal when atset is put to 


A) Where a business asset is discarded or ceases to be i will be considered thes is i 
ei A disposal shall include the disposal ofa petarm ana abe een Ered ot 
nswer-34 
{a3} The cost of new purchased machine shall be the sam of following amous: 
(a) The total amount given for asset, including FMV of consideration in kind determined st the time the 
asset is acquired, 
(b) Any incidental expenditure paid in sequins and Ssposing of asset. 
(c) Expenditure paid to alter or improve the assez. For example, the cooling equipment parchased here. 
@) As per S. 76 (5) and (10) if an asset is purchased with a lom fom foreign currency, then any 
increase/decrease in liability due to currency fluctuation will be added or deducted im the cost of the 
asset. For the calculation of deprevistion, carency fluctuation will be accounted for in year of 


occurrence. 
The cost of an asset does not include the amount of my subsidy received is respect of the acquisition of the 
asset. However if subsidy is changeable to tax then it will be added in cost. 

© As per S.76 (3) if a personal asset is put to business use, its cost will be the far market value on the date it 
is put to business use and as per S.76 (2) (0), the cost shall ischide expe c paid to akter or improve the 
asset. Therefore, the cost of personal computer shall be som of FMV on 1* July, 201$ and cost of up 


gradation. 
@) As per S.76 (4) the cost of selfconstructed mace shall be the ae sam = in producing or 
constructing the asset plus any incidental expenditure paid to alter or mp 


Anwen3s 
002, A deduction 


AS per Rule 10 i ` 
of Income Tax Rules = z 

itture is į P f business and is- 

itwe is incurred wholly and exclusively for the purposes © s hark binii 
® ee Outside Pakistan on entertainment for business transactions oF gate 

Office expenditure; liers; 
p incurred in Pakistan on entertainment of foreign pama parsed 
i incurred on entertainment of customers at the person hog aes ane 
incurred at a meeting of shareholders, agents, directors 7 


adi for entertainment expenditure shall be allowed if the 
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Cha 


(e) incurred at the opening gone above limits, 
Any entertainment © 


ter 8; Income from Business 


shall pot be allowed as deduction under the head ‘Income 


of 
xpenditure, 


from Business® 


sv 
Ñ 
ii) 


iii) 


Following assets will be considered as disposed off: [$.75] 


„resident COMPANY 
or 100 million rupees Of 


of 100 million rupecs OF above in the tax year 2017 or in ” 


S 
e A resident company in the tax year 2017 or in any si 
above in y ubsequen 
. 
tax year and y 
e an association of persons kaving prea 
subsequent tax year iied ia 
is required to pay this Oe ver exceeds the actual 12x Ly forar pore can Waban te 
Where tax paid at 1.25% of tumo carried forward for adjustmen pa ctu ility of the 
excess amount of 1x p pa Lt at from the end of the year for which minimum tax is paid, 
subsequent 3 tax years y 


na . 2 
ill be considered ns disposed off when its ownership comes to an end, including when it is: 
An asset w 


(vp ‘ 
(a) sold, exchanged. a arpaa or À ais 
b) cancelled, destroy A . Jl be consi as disposal at the time 
n) the transmission of an asset by succession or will sha! idered or 
ei be considered as disposal when asset is 
(3) The application of a business asset (0 personal use will suite 
Tm ate j ill be considered that it is disposed off. 
(SA) Where a business asset is discarded or ceases to be used, tw 
(4) A disposal shal! include the disposal of a part o 
Answer-38 
M S t 
° pi ‘Rs, in million’ 
Consideration received 0 
Less: Tax written down value 
Cost 50 
Less; Accumulated Depreciation 6 44 
Gain poa e WB o ( i 
Gi) Shams ———— ~ 
Income from business 
‘Rs. In million’ 
Consideration (restricted to cost) (S. 22(14)] 20 
Less: Tax written down value 
Taxable gain on disposal f o 
) Mini income will be applicab! e 
"nore than R100 milion iii i having tumo 
more than Rs.100 million. onl irani & Company [HC] is a Resident AOP having 
Rupes 
Income tax payable under Normal Tax Regime (NTR) 
ore 6,170 000 
Income tax on above (Table 1) (765,000 + 35% x 2,170,000) A ——7, 524,500 
acome Tar ble under Sal 
Gross sales (140,000,000 -10,000,000 — 5,000,000) 125,000. 00 
179 


7 r . = 
7Y chapt or 8: Income from Business 
Tax u's 113 @ 1.25% on Rs, 125,000,000 
x liability of HC (higher of A and B) B DEE 
Tor RE. 38,000 (1,562,500 — 1,524,500) win be +562,500 
the subsequent 3 tax years. carried forwarg for adj 
ustment against actual tax liability of 
b) Bashir Associa 
tes 
Taxable Income 
TY 20xg 
ing profit 
1 vant received from Pulse International Rupees 
Less, mount received from Hussain Global po i 
"Tax Bad debt recovery — PI [5.29 (3 000) 
Mi Tax Bad debt- HG [S299 a (w-1) et er 
qasable income oa) (339,000) 
av-l) Bad debt recovery-PI 190,000 
ount received PI 
roa Actual amount of bad debt 652,000 
Less: Previously allowed as deduction 1,150,000 
825,000 325,000 
(W1) Bad debt recovery-HG — 
r HG 
Amount received 
Less: Actual amount of bad debt 915,000 aia 
Less: Previously allowed as deduction 685.000 
908) 
Answer-40 
i) Ifa person exports or transfers out of Pakistan a depreciable asset used in Pakistan, it will be assumed that 
person has disposed of the asset for a consideration equal to the cost of the asset, 
As asset has been transferred by SL's Karachi factory to its subsidiary in Ghana, it would be considered as 
disposal of asset as machine has been transferred out of Pakistan. The amount calculated as follows would be 
included in taxable income of SL: 
Consideration (equal to cost of asset) 1,800,000 t 
Less: Tax written down value (600,000) _ ) 
Amount to be included in taxable income as gain under the head income from business 1,200,000 e 
ii) “Speculation business" means a business in which a contract for the purchase and sale of a commodity is k 
not settled by actual delivery of commodity, ae ene pene 
However if a contract for stock is made by a person during mercantile business to guard against ots 
through future price fluctuations for menoee nt the person's other contracts for the ectual delivery of the 5 
goods will not be idered as speculative business 
As SL has 3 Hebi F i EBS for the purchase of raw material to be used in its business to 10 
5 entered into a forw sone. the fore Rs. 500,000 paid (being loss on transaction) for ” 
guard against loss through price fluctuations, a zon from income from business non-speculation in w 
the settlement of contract would be allowed as deduction 0 
tix year 20X9, i 


Y) Accounting revaluation of factory building will not affect 
willbe allowed on tax written down value of building end we 


» Ian èsset is purchased with a loan from foreign currency, 
tepayment) due to currency fluctuation will be 


„depreciation, currency fluctuation will be account 


increase! b 
Per the cost of the asset. For the calculation of 


asin in yeas of occurrence, As Shahbaz bas acquired the 


ritten down value. Consequently, depreciation 
eet ignore the effect of revaluation. 


decrease in the liability (before 


a eee 
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